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INTRODUCTION 
Mutual savings banks are more than simply another type 
of financial institution because their basic purpose is to 
promote thrift. Their founding was identified with the 
hUlll8.ni tar ian movement of the 19th century. In the course 
of their development, they were closely allied with the 
economic development of the regions in which they operated. 
Designed to serve people of small means, they served the 
well-being of the state, as well as the individual. 
To understand thoroughly any great institution or 
movement, it is necessary to know the antecedent conditions 
and circuxnstances which helped lay the basis for its being. 
This thesis proposes to trace the train of thought and 
actions which led to the establishment of savings banks in 
general; to give particular attention to the history and 
growth of mutual savings banks in Massachusetts; to review 
the competition encountered by savings banks at the rise of 
different types of savings media. It will attempt to show 
that the fundamental principles of savings bank service, so 
useful to an early society, have not become anachronistic 
in the face of the changing saving and spending patterns of 
today; rather, our present highly complex economic life 
needs a reemphasis and revitalization of those s arne prlnci ple s. 
I HISTORY 
Early Beginnings 
Historians differ in their versions of the detailed 
record of the earliest forms of savings banks but it is 
possible to pick up the threads that make up the pattern 
of development. About the 17th century there began to 
appear some concrete forms. The writer, de Malerca said 
that "savings banks received their first literary advocacy 
in France, their first practical test in Germany, and 
their first statutory regulation in England. 111 It has 
been asserted that Hugues Delestri, in 1610, was the 
first to propose such an institution. 
1. 
2. 
Then we are told that 
"the idea of an institution where the wage 
worker might deposit his savings and withdraw 
them in Whole or in part, as necessity demanded, 
with interest according to the time left on 
deposit (the elemental principle of savings 
banking), was first utilized in Germany in 1765 
in the reorganization of a philanthropic insti-
tution (Besorgunganstalt) by a number of 
benevolently-inclined citizens of Hamburg. This 
was made over into a savings bank in 1778, 
operated especially for the industrial classes. 
The movement spread rapidly throughout Europe. n2 
James H. Hamilton, Savings and Savi~s 
The Macmillan Company, New York, 19 • 
James H. Hamilton, Savings and savin~s 
The Macmillan Company, N&w York, 190 • 
Institutions. 
p. 154. 
Institutions. 
P• 155. 
That savings banks appeared in Berne, Switzerland in 1787 
and that Geneva as well as Basel boasted savings banks in 
1792 are statements which seem to have some good basis for 
credence. 3 Of course, the form of these early institutions 
was a far cry from the later models. 
Great Britain 
Meanwhile, in England, the craft guilds of the Middle 
Ages had formed charitable funds, the members contributing 
for their own relief in time of need but these decayed by 
the end of the 17th century. The great mass of laborers, 
as the industrial structure changed, were in unorganized 
trades and thus outside the guilds anyway. There was no 
provision for self-help for these. The church and parti-
cularly the monasteries were the principal relief organiza-
tions; the state improvised poor laws to fill the gap. The 
problem of unemployment and vagrancy was becoming more 
acute. It was the philosopher, John Locke, who came to the 
conclusion about this time that the increase of poverty was 
due to the relaxation of discipline and the corruption of 
morals. The doctrine of self-help began to be preached.4 
3. 
4. 
Daniel Defoe also had a clear vision of the theory of 
C.A. Woodward, Savin~ Banks: Their Origin, Progress 
and Utility. Fairba s, Benedict & Co., Cleveland, 
OEio, 1889: p. 10. 
H. Oliver Horne, A History of Savings Banks. Oxford 
University Press,-LondOn, 1~7. p. 3. 
2. 
saving for a rainy day. He pioneered a pension plan for 
working people and drafted plans for a "Mutual Marine In-
surance Society." In 1687, his "Essays on Projects" were 
replete with ideas along these lines. "Friendly societies" 
were commended by him.5 
Friendly societies have been said to be the first of 
their kind in the "thrift race"--"noble institutions of 
self-help which the woik ing classes of England have made 
for themselves." For many years, the friendly societies 
had to contend against parliamentary interference and also 
against the demoralizing effect of the poor law relief. 
The growth of these societies showed that the laboring 
classes, given reasonable opportunities for thrift would 
assert their desire for independence. They mrked a social 
recognition of the worth of savings."6 
Self-help had become a guiding principle in the last 
quarter of the 18th century. The overwhelming influence 
of Adam Smith strongly supported it. Yet the idea of a 
laboring man having a bank account on which to operate 
at will had not as yet been seriously contemplated. There 
was little margin for saving among the working people on 
low wages. Nevertheless, the thrifty among the working 
5. Edward Levi Robinson, One Hundred Years of Savings 
Banki~, Savings Bank l3e'Ctlon, American Bankers 
Assoc tion, 1917. p. 9. 
6. Mary Willcox Brown, The Development of Thrift. The 
Macmillan Company, New York, 1899. pp: 182-184. 
3. 
men were somehow saving money in the house, as was at-
tested to by the reports of robberies in small cottages 
at the time. 
During this same period, an interesting annuity 
scheme was propounded by Dr. Richard Price and Mr. Baron 
Masere in 1772. Dr. Price was the leading statistician 
of his time and considered one of the formative minds of 
his time. He staggered the public by his statement that 
a penny put out at compound interest at 5% at the birth 
of Christ would by his time be equal to the value of 
several globes of gold of the dimension of the terrestrial 
globe. His scheme of contributory old-age pensions was 
passed by the House of Commons but rejected by the House 
of Lards. However, the relation here to the history of 
organized thrift lies in the fact that the question of 
saving by the working classes was becoming the subject of 
political discussion. 
The preamble to Dr. Price's bill "they would 
thereby become more sober and virtuous in their ordinary 
course of life and more industrious in the prosecution 
of their several callings and employments, which would 
tend to the increase of the riches and manufactures of 
the kingdom" --voiced the spirit of savings banks. 7 
7. H. Oliver Horne, A History of Sav~ Banks. 
University Press,-London, 1~7:--p~ 
oxford 
4. 
Sunday Banks 
The growing awareness of the need to promote thrift 
was especially noticeable in the church. Dr. Shute 
Barrington, the Bishop of Durham, suggested in 1796 that 
the clergy of his diocese should try to do something prac-
tical for the aged. Meetings for reading and discussion 
were held at which the people were to bring a penny a 
week, a tithe of this to be devoted to helping others 
and the rest to increase their own comforts. If they 
kept up their contributions, they would receive the money 
back with a bonus, those over 60 would have their savings 
doubled, those over 70 trebled, and those over 80 quadrupled--
truly a combination of Penny Bank, Friendly Society and 
Charity. 8 
The Rev. Joseph Smith of Wendover set up a Sunday 
Penny Bank in 1799 from his study of the foregoing. This 
Bank is worthy of mention because of the encouragement 
it gave to the rise of other "Sunday Banks •11 These Sunday 
Banks were largely dependent on charity and they were by 
their nature confined to church-goers. 9 
At about this same time, Miss Priscilla Wakefield of 
Tottenham was thinking on broader lines. She was probably 
8. 
9. 
H. Oliver Horne, A History of Savi~s Banks. Oxford 
University Press,-LondOn, 1~7. p. 3. 
Wm. H. Kniffin, Jr., The Savings Bank and Its Practical 
Work. Bankers PublisEing Company;-Rew-yQr~l912. p. 5. 
5. 
the first to conceive of a savings bank, open to all people 
of small means with free facilities for deposit and with 
free facilities for deposit and withdrawal. Her idea, at 
first, had been to stimulate the frugality of poor children 
but she later extended her plan to include adult laborers, 
female servants, and others. 10 On January 1, 1804, the 
Tottenham Benefit Bank was opened, where any sum from a 
shilling upwards could be deposited and would be repaid 
on demand. Mrs. Wakefield can be fairly regarded as the 
originator of savings banks, although Dr. Henry Duncan is 
usually accorded the honor. 
The theory of savings banks was supported by two 
literary giants of the time, Jeremy Bentham, the famous 
English reformer and Thomas R. Malthus. Bentham brought 
forth his idea of a circulating annuities scheme which 
would furnish a convenient moue of accumulation to the 
poorer classes.ll The laboring man had no place for the 
investment of his earnings where it would bring him a 
premium for its use. 
Mal thus, in his essay on "Population," had drawn at-
tention to the fact that the poor had a tendency to be-
come reckless in the expenditure of their earnings when 
10. 
11. 
Samuel Smiles, Thrift. 
Detroit, 1878. p:-~. 
Rose-Belford Publishing Co., 
Francis A. Walker, Discussions in Economics and 
Statistics, Vol. I. Henry Hol~and Company;-New York, 
1899. p. 127.--- -
6. 
they had no depositary for savings. The influence of 
both of these men was considerable on the thinking of 
their times and they directed attention toward permanent 
improvement in the condition of the people as well as 
stressing the need for some new thrift institution. 
Other writers of the period, such as Godwin and 
Southey, were propounding their views on the condition 
of man and the evils of extremes of wealth and poverty. 
William Godwin wrote in his "Political Justice": 12 
"The superiority of the rich thus being un-
mercifully exercised, must inevitably expose them 
to reprisals; and the poor man will be induced to 
regard the state of society as a state of war, an 
unjust combination, not for protecting every man 
in his rights and securing to him the means of 
existence, but for engrossing all lts advantages 
to a few favoured individuals, and reserving for 
the portion of the rest want, dependence a.nd 
misery. 
"A perpetual struggle with the evils of 
poverty, if frequently ineffectual must necessarily 
render many of the sufferers desperate. A painful 
feeling of their oppressed situation will itself 
deprive them of the power of surmounting it." 
Robert Southey called attention in his "Colloquies"l3 
to the "greediness of the rich - - - the misery of the 
poor," and to the fact that 
12. 
13. 
"by education, by providing means of religious 
instruction for all, by Saving Banks, all the 
labouring classes will have their comforts en-
larged, and their well-being secured if they 
William Godwin, An Enquiry Concerning Political Justice 
and its Influence-on Generar-virtue and Happiness, 
prlntea for Luke Wlifte, Dublin, 1793-.-
Robert Southey, Collgquies on The Protress and Prospects 
Of Societi. John Murray, Albermarle S reet, LondOn, 
MDCCC XXI , Vol, II, pp. 417-420. 
7. 
are not wanting to themselves in prudence and 
good conduct - - - It may be hoped that in a 
few generations, this whole class will be placed 
within the reach of moral and intellectual 
gratification whereby they may be rendered 
healthier, happier, better in all respects, an 
improvement which will be not more beneficial to 
them as individuals, than to the whole body of 
the commonweal." 
However, these writers were dismissed by the general 
public as impractical idealists with wild and, perhaps, 
dangerous theories. When Sir Thomas Bernard, a man of 
high social standing and the leading personality in the 
Society for Bettering Conditions of the Poor, urged the 
authorities to study practical means of relieving or 
abolishing poverty, he, on the other hand, was given an 
attentive ear. His society circulated reports and in-
formation regarding all the different kinds of schemes and 
experiments which had been made. Then his society took 
the lead in establishing a savings bank in London. The 
idea of a savings bank conducted by voluntary trustees 
and managers appealed to the people as a practical step 
in the direction of bettering the condition of the poor 
and gave them an opportunity of showing their sympathy. 
It was in line with the prevailing philosophy of self-
help. Bernard's name deserves to be coupled with those 
pioneers who are claimed to be the originators of savings 
banks. 14 
14. H. Oliver Horne, A History of 
Universi~ Press,-London, 1947. • 
Banks. Oxford 
a. 
Among the pioneers of savings banking should be 
mentioned the name of Patrick Colquhoun, Lord Provost 
of Glasglow, who put into practice various plans for 
improving the condition of the poor and became one of 
the founders of the Provident Institution for Savings, 
later known as St. Martin's Place Savings Bank. Through 
voluminous correspondence, he spread the gospel of sav-
ings banks. 
It was the Rev. Henry Duncan, D.D., of Ruthwell in 
Dumfriesshire, who is generally referred to as "the 
Father of Savings banks.ul5 In May, 1810, the Ruthwell 
Savings Bank was opened, drawn up on the analogy of the 
friendly societies and as an inducement to regular sav-
ing. The depositor was handed a sheet, on one side of 
which were ruled squares for every week of the year. It 
was considered discreditable to have too many blank 
spaces. Dr. Duncan was convinced of the character-forming 
powers of thrift; he felt that work and thrift were solu-
tions for the problem of poverty. 
The Rev. Duncan's Bank was the first to be put on 
a practical, self-sufficient basis. 15a His idea was to 
15. Francis A. Walker, Discussions in Economics and 
Statistics - Vol. I. Henry Holtiand Company,---
New York, l89g:-p.-132. 
15a. Wm. H. Kniffin, Jr., The Savings Bank and Its 
Practical Work. pp. ~. ---- --- ---
9. 
run the bank on the earning power of money at work and 
to reward the depositors from the interest gained from 
investments. There were three classes of membership 
in his Bank: (1) ordinary members, composed of those 
who deposited small sums; (2) extraordinary members, 
those who pi id a certain amount into an auxiliary fund--
( the New Hampshire "guaranty savings banks " are mod ern 
counterparts of this feature); (3) honorary members, 
those who paid a larger sum into the auxiliary fund. 
The management of the Bank was in the hands of a "Court 
of Directors" which was an elaborately organized and un-
wieldly body. Nevertheless, it formed the first pattern 
far a regular operational body governing a bank. 
As the actual founding of savings banks was a sub-
ject of controversy and the many claims were disputed, 
the London Q,uarterly Review in 1817 considered the evi-
dence and wrote of Dr. Duncan's society: "first of the 
kind which was regularly and minutely organized and 
brought before the public; ••• that society gave the 
impulse which is fast spreading through the Kingdom--
entitled to the appellation of the "Parent Society." 
If we spoke of the "Original Society 11 --disposed to 
10. 
confer that name on the charitable Bank at Tottenham 
LPriscilla Wakefield'!!· 
Since both Dr. Duncan and Patrick Colquhoun corres-
ponded with people all over tre world, pamphlets describing 
the operation and organization of tre banks in the British 
Isles were sent everywhere. Following the successful ven-
ture of the Ruthwell Bank came the organization of the 
Edinburgh Savings Bank in 1814. 16 This is worthy of special 
mention since it made a distinct contribution to savings 
bank organization. 
The Edinburgh pioneers evolved a savings bank which 
combined simplicity of structure with soundness of account-
ing methods. There were essential points of difference 
between the Ruthwell and Edinburgh Banks. The Ruthwell 
Bank allowed depositors a share in the management while the 
Edinburgh Bank did not. The Ruthwell Bank made inquiries 
into the morals of the depositors and imposed restrictions 
on withdrawals as well as fines on irregular savers while 
the Edinburgh Bank did not do any of these things. An 
important feature introduced by the Edinburgh Bank proved 
to be the first savings bank method to be universally 
adopted and steadily adhered to until this day--i.e., the 
pass book. The simpler plan of the Edinburgh Bank thus 
16. Wm. H. Kniffin, Jr., The Savings Bank and Its Practical 
Work, Bankers Publishing Company,~ York~912. p. 10. 
11. 
served as a direct model for the savings banks of the future, 
Up to this point, these institutions in Great Britain 
were all voluntary associations, In 1817, an Act of Parlia-
ment was passed to control and legalize these banks, after 
which there was a truly rapid growth throughout the realm,l7 
A listing by classes of the first 20,000 depositors who 
opened accounts disclosed the following interesting data: 
Domestic servants 
Persons engaged in trade, 
mechanics, or manufactureB 
Laborers and porters 
Minors 
Friendly and charitable 
societies 
Persons not classified, viz., 
widows, teachers, sailors, 
soldiers 
7,245 
7,473 
672 
1,454 
58 
~98 
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The above classification shows that the theory of sav-
ings banks was really being put into practice. The refer-
ence in the Sheffield Mercury of Dec, 5, 1818 is illuminat-
ing for its evaluation of savings banks: 19 
11We consider the establishlrent of theBanks 
ffiavings Banky as one of the great improvements 
which distinguish modern times; and this whether 
17. Simon w. Straus, History of the Thrift Movement in 
America. J. B. Lippincott Company, Philadelphia, Pa., 
1920. p. 26. 
18. Annual Report of Bank Commissioners 1851. 
19. H. Oliver Horne, ~ Hist£!Z of Savings Banks. Oxford 
University Press, London, 1947, p. 13. 
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they are viewed in a moral or political light. 
As the,practice of vaccination bids fair to 
eradicate the mos t loathsome and destructive dis-
eases from the earth--as the e s tablisbmen t of 
Houses of Recovery are likely in time to extinguish 
the infection of fever in our cities and large towns;--
as the institution of the Bible Society tends to 
eradicate error and ignorance from the world;--so the 
establishment of Savings Banks may ultimately tend to 
banish poverty and wretchedness from society. We 
mention these four things because we consider them as 
likely to effect considerable improvements in the 
state of the world, and we cannot help feeling proud 
in tre reflection that they all owe their origin to 
the genius, wisdom and philanthropy of our country. 
At some remote age, when the historian of England is 
relating the glories and exploits of the 18th century, 
he will dwell with peculiar pleasure on the origin 
of those improvements which are probably destined to 
effect important changes in the condition of the 
human race, and which indeed will reflect higher honor 
in our island than the most brilliant successes on sea 
or on shore." 
United Sta tea 
The savings bank movement in the United States was a 
direct importation from England. There is documentary evi-
dence that James Savage of Boston obtained his idea of a 
savings bank from a plan of a Lontbn institution which he 
saw posted over the fireplace in a home in Gardiner, Maine. 
Out of this grew the Provident Institution for Savings, the 
first chartered savings bank in the United States. 
Technically, the Provident Institution for Savings 
cannot claim the honor of being the first savings bank in 
this country since the first public meeting to establish a 
savings bank was held in New York on November 29, 1816 but 
the charter for this bank was not received until March 26, 
1819. The first savings deposit was received by the 
13. 
Philadelphia Savings Fund Society which actually began to 
conduct business on September 2, 1916 but was merely a 
voluntary organization without a charter. However, to 
Massachusetts goes the honor of the first state to incor-
porate a savings bank as the Provident Institution for 
Savings received its charter on December 13, 1816.20 In 
fact the Provident is considered the oldest chartered 
savings bank in the world since England did not control 
savings banks until 1817. It is interesting to find that 
the first public notice of a savings bank appeared in 1816 
in the "Christian Disciple", a small religious publication 
21 in Boston, announcing that 
11 it is proposed to form an institution in 
Boston for the securi cy and improvement of the 
savings of persons in humble life and required 
by their wants and desires. A meeting has been 
called and a large and responsible committee 
appointed to apply to the legislature (now in 
session) for an active incorporation and to 
digest suitable rules and by-laws to be proposed." 
This shows that the influence of the clergy on the savings 
bank movement was a factor in this country as well as 
abroad. 
An inquiry into the fact that savings banking did not 
start in this country until 1816 and for that matter, in 
Europe also not until almost that period throws additional 
light on the raison d'etre for savings banks and their 
20. Frank P. Bennett, The Story of Mutual Savings Banks. 
Frank P. Bennett&: Co., Inc., Booton, 1924. pp. 15-17. 
21. Weldon Welfling, Savings Banking in New York State. 
Princeton, 1938. p. 3. 
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function in the community as well as service to the in-
dividual. There are two main lines of thought. The first 
line is that deposit banking, as distinguished from savings 
deposits, was not a common form of banking even in the com-
mercial banks \tl ich had been in operation for many years. 
The commercial banks of the Revolutionary period were 
depositories mainly for government funds. Their invest-
ments were made from the bank's own capital and from profit 
made by discounting notes of individuals which had been ex-
changed for notes of their own is sue. The people as a whole 
did not regard the banks as places of deposit but rather as 
places to facilitate business deals. 
The second line of thought is that there was no acute 
need for savings banks before the beginning of the 19th 
century here because of the form in which society was or-
ganized. In Massachusetts, the major industry was fanning 
and the fanner of those days was an indepen:ient economic 
unit. His thrift was expressed not in deposits of money 
but rather his savings became investments in livestock and 
more land. It was only when the farmer ceased to be the 
dominant factor in the population that conditions were ripe 
for the establishment of savings banks. 
On the mole, it can be said that savings banks were 
needed when economic changes brought about the division of 
labor an:i a large employee class came into existence. The 
first industry in Massachusetts to develop an employee 
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class of appreciable size was the shipping indus try with 
its allied industries. The seamen and others in tre con-
nected industries worked for others. There was more in-
can ti ve t o squander than to save and the community stood to 
lose much from the reckless habits which were being formed. 
Thus it was not by chance that the first three savings 
banks in Massachusetts were founded in places where shipping 
was most active, namely, in Boston, the Provident Institu-
tion for Savings, in Salem, the Salem Savings Bank, and in 
Newburyport, the Institution for Savings in Newburyport 
and its Vicinity. One bank in Boston reflects this whole 
situation in its very name--the Suffolk Savings Bank for 
Seamen and Others. 
The founding of savings banks in this country was based 
on the same philosophy as that in Europe. It was the result 
of tre belief that the people of small means need a place of 
deposit for their savings and that the result of having no 
depositary is to make them reckless in the expenditure of 
their earnings. Since poverty is a disintegrating force in 
any government, the promotion of thrift began to be recog-
nized as a necessity by those in the community who were 
socially-minded. The masses needed to be educated to save 
and to learn that, through conscientious effort, character 
would be built and then eventually wealth accumulated. It 
is significant that the savings bank idea both here and 
abroad came from those who were financially strong and 
philanthropically-lldnded since the people had to be impressed 
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and led. 
Whereas in Great Britain, savings banks started as 
voluntary associations but were later regulated by Acts 
of Parliament, in Massachusetts they are creations of the 
Legislature, each institution having a special act of in-
corporation. In this country, as in Great Britain, however, 
the basic motivation in applying for an act of incorporation 
came from philanthropic and highly intelligent individuals 
who voluntarily undertook to manage the institutions for 
the benefit of the depositors. 
The results of the establishment of savings banks in 
this Commonwealth were so eminently successful that the 
Bank Commissioner was moved to report in 1851 that 
"a savings bank may be regarded as among the best in-
stitutions of modern tiDBs and one which reflects honor 
upon the age." 
(Note the similarity of the evaluation made in 
England, p. 10). 
The report continues : 
"Deposits now exceed in amount one-third of the ag-
gregate capital of the banks of circulation. Savings banks 
have become, therefore, of very great importance in a 
financia 1 point of view and their operation must be regarded 
with increasing interest." 
Savings banks which had begun as philanthropic institu-
tions had grown to positions of predominance in finance. 
17. 
Rel!g_ious Influence on Savings Bank Moverrent 
Noting the influence of the clergy abroad and in this 
country throughout the formative period of the savings bank 
movement, as well as the dedication of influential men in 
the community to the task of encouraging individuals to 
better themselves, it has seemed worthwhile to investigate 
whether any religious connotations were involved. A search 
for a clue to this point of view has been rewarding in that 
a possible explanation is contained in Weber's essay, 
"Protestant Ethics and the :spirit of O:apitalism. 1122 
Weber was concerned in the above-mentioned essay with 
attempting to ascertain whether and to what extent religious 
forces have taken part in the "qualitative formation and the 
quantitative expansion of the spirit of capitalism over the 
world." He came to the conclusion that as a result of move-
menta which had their source in the religious revolution of 
the 16th century, a new spirit of capitalism had eventually 
evolved. 
Out of the Reformation had come something unquestionably 
new, according to Weber, i.e., Luther's conception of the 
11 calling", which was, in short, moral justification of worldly 
activity. Worldly activity clothed with a religious signifi-
cance created the conception o:f the "calling", and brought 
out that central dogma o:f all Protestant denominations which 
22. Max Weber, The Protestant Ethic and the Spirit of 
Capitalism.--charles Scribner's Sons;-New York,-r930. 
Points discussed were :found mainly on pp. 91, 178, 
211, 213, 279. 
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the Catholic division of ethical precepts into "praecepta 
and consilia" discards. 
The new conception of religion, Weber argued, taught 
men to regard tbs pursuit of wealth as a duty, not merely 
as an advantage. The state of life in which the individual 
found himself was no longer his calling; rather, the "calling" 
was to be chosen by the individual with a sense of religious 
responsibility, Poverty was not meritorious, but it was a 
duty to choose a more profitable occupation, "Money-making 
and piety are natural allies; the virtues of diligence, 
thrift, sobriety arxi prudence are tbs most reliable passport 
to commercial prosperity, 11 
Weber's thesis advanced the argument "that social pro-
gress springs from below and that each new phase of economic 
development is the creation not of strata long in possession 
of wealth and power but of classes which rise from humble 
origins to build a new structure." 
The old conception of capitalism, associated with the 
Middle Ages, he went on to say, involved war, government 
contracts, state monopolies, speculative promotions, and the 
financial projects of pr.l.nces. This was traditionalism and 
quite different from Puritan capitalism. 
All contemporary (to him) sources, without exception, 
he asserted, spoke in particular of Puritan sectarians, 
Baptists, Quakers, as belonging partly to a property-less 
class, partly to one of small capitalists and it was from 
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this small capitalist class, not ~rom the great financial 
magnates, lenders to the King, that there originated what 
was characteristic of Occidental capitalism: the middle-
class organization of industrial labor on the basis of 
private property, 
Again, Weber pointed out that medieval ethics not 
only tolerated begging but actually glorified it in the 
mendicant orders. Even the Anglican social ethics of the 
Stuarts was close to this attitude. But the Protestant 
sects and the strict Protestant communities actually did 
not know any begging in their own midst and it was Puritan 
Ascetism which took an active part in the severe English 
Poor Relief Legislation, 
Weber drew upon Doyle who, in his first chapter in 
"The English in America", brought out the dif'ference :for 
the American colonies between the Puritan North where, on 
account of the ascetic compulsion to save, capitalism in 
search of investment was always available and conditions 
in the South, as well as in the non-calvinistic Rhode Is-
land with its complete freedom of conscience. The Governor 
of Rhode Island once reported, "The great obstruction con-
cerning trade is the want of xm rchant and men of considerable 
estates amongst us." So Weber concluded that it could hardly 
be doubted that the compulsion continually to reinvest sav-
ings, Which the Puritan curtailment of consumption exercised, 
played its important role among the northern colonists. 
20, 
The above points which Weber developed and his general 
thesis regarding the effect of religious forces on economic 
development throw an interesting light on the whole setting 
of savings bank beginnings. 
Conclusion 
An examination of the early thrift ideas was made in 
order that the nature of savings banks might be more fully 
understood. As the need for such institutions grew, their 
formal establishment, however, did not take place until 
there had developed a certain degree of social recognition 
of the worth of savings and the philosophy of self-help for 
the poor had engaged men's minds. As a vehicle for the 
expression of this philosophy, the mutual savings banks 
gave ample evidence that they would serve their purpose. 
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II INVESTMENT POLICIES OF MUTUAL SAVINGS 
BANKS IN MASSACHUSETTS 
It is proposed to treat investments of savings banks 
in Massachusetts in a more or less historical manner and 
to follow the general trend that investments have taken 
through the years by noting key acts of the Legislature 
and reports of the Bank Commissioner which highlight the 
careful course charted. It will be seen that at times hu-
man frailities caused the current of prudent management to 
deviate from its limited field but the vigilance of those 
who had the best interests of the savings banks at heart 
always brought them back to the course of original intent. 
It is not the purpose of this chapter to set forth 
in detailed array the minute details of the investment 
history of the mutual savings banks in Massachusetts, but 
rather, by pinpointing trends, to give an over-all picture 
of the savings bank approach to the matter of investments 
from their earliest beginnings. 
General Policy 
In the field of investments we find one of the distinc-
tive features of mutual savings banks and one which especial-
ly distinguishes them from the commercial banks. A Savings 
bank can invest its funds only in strict compliance with 
some rigid laws laid down by the state. From the inception 
of savings banks the legislature has considered itself the 
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guardian of the deposits made by the people in mutual 
savings banks; the depositors are the "cestuigue trusts 11 • 23 
"The re la tiona between the State and the 
mutual savings banks are entirely different from 
those existing toward all other co:rporations--the 
intent being to encourage habits of tempe ranee, 
frugality and industry amng the laboring popula-
tion, and to provide a safe place of deposit for 
the savings of industry, it has thereby assumed 
one of the most important and sacred trusts of 
government. n24 
Since the early days of the savings bank system in 
Massachusetts legislation has been directed to three ends: 
1) To keep the system as simple and practical as 
possible so as to be of mat help to the common 
people 
2) To regulate investments under a policy of always 
allowing the largest freedom practicable within 
the limits of safety, Originally, investments 
were required to be made entirely within the 
limits of Massachusetts but the widespread develop-
ment of state and municipal credit elsewhere has 
brought many changes and a more liberal policy. 
Above all, a strict conservatism has marked all 
legialation affecting the important interest of 
providing maximum safety for deposits 
3) To strictly supervise the affairs of individual 
institutions with constant publicity thus creat-
ing widespread confidence. 25 
23, Annual Report of Bank Commissioners 1858. 
24, Annual Report of Bank Commissioners 1869. 
25, William Woodward, History of Massachusetts Savings Banks. 
Homans Publishing Company, New York, 1889, p. 36. 
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Investment policy as a whole, can be summed up for the 
savingscanks by saying that the first thought has been for 
the absolute security of the principal and a high rate of 
income has been of secondary importance. The phrase "legal 
for a savings bank in Massachusetts" has come to indicate 
an investment of the highest type. 
It can almost be said that there exists a "Mutual Sav-
ings Bank spirit", whereby mutual savings bankers have res-
pected the savings bank tradition which says that while 
profits are important, safety of principal comes first. 
They have endeavored to operate well within the maximum 
limitations set by law. An illustration of this can be 
seen in the Bank Commissioner's Report of 1921 where he 
points out that 13.05% of the assets of savings banks were 
invested in loans on personal security, whereas the law al-
lowed them to invest an amount not exceeding 33 1/3% of 
their assets in loans on this type of security. Also al-
though the law allowed savings banks to invest 20% of their 
assets at that time in bank stock, they saw fit to invest 
only 1.05% of their assets in this class of security. 
First Investment Law - 1834 
Between the year 1816 when the Provident Institution 
for Savings began business and the year 1833, twenty-two 
charters for savings banks were granted, fourteen of which 
were granted subsequent to 1828. Little fault had been 
found with the management of these savings banks in this 
state up to that time, even though they were subject to no 
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legal restrictions except those which were imposed by the 
terms of their respective charters. They were permitted 
to institute such regulations for their own government as 
were not contrary to the laws of the commonwealth. But the 
multiplication of banks which became rapid during and sub-
sequent to 1828 suggested the propriety of a general law 
regulating and controlling the affairs of a11. 26 
Thus the first investment law in Massachusetts was 
enacted on April 2, 1834. At that time, there were 24,256 
depositors in 22 banks with i3,407,773.90 in deposits held 
by the savings banks. The list of legal investments covered 
the following: 
1) Stock of any bank incorporated by Massachusetts or 
United States 
2) Loans to such banks at interest next authorized 
3) Loans on notes secured by bank stock as collateral 
4) Public funds of Massachusetts or of United States 
for outright purchase or collateral 
5) Loans to counties and towns of Massachusetts 
6) Mortgages on real estate--but not more than 3/4 
of assets could be placed on mortgages 
7) Personal security loans, with principal and two 
sureties, all residing in the Commonwealth. 
The further restriction was made that a savings bank 
must not have investments in the capital of any one state 
26. William Woodward, History of Massachusetts Savings Banks. 
Romans Publishing Company, New York, 1889. pp. 8-10. 
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bank, either by stock ownership or by loans on collateral, 
exceeding one-half of the entire capital of that state bank.27 
The General Law of 1834, as the f 1rst law came to be 
known, for it contained many general provisions in addition 
to the investment specifications, called for a return to be 
made by the banks showing the actual oond1 tion of these in-
stitutions. The first return was made on September 27, 1834 
and revealed the following investments: 
Bank stocks 
Loans secured by bank stocks 
Deposits in banks 
Other investments 
$1,192,097 
557,930 
520,689 
942,923 
The fact that out of a total of $3,407,773, these in-
stitutions had invested $2,270,696 in one form or another, 
or nearly 7a.t of the deposits in banks caused a feeling of 
anxiety. Trouble did develop 1n the crisis of 1837 because 
of this factor but corrective measures soon brought about 
a reversal of this unfavorable aspect of investment policy 
as will be noted below. 
In actual practice, the above General law was dis-
regarded for a great many years by all the savings banks. 
It was looked on as a sage piece of advice from the state 
but without binding force. It was not until 1851 that 
action was taken to have the law obeyed. Four of the oldest 
institutions, namely, the Provident of Boston, the Salem, 
27. Acts of 1834, Chap. CXC, sec. 7. 
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Newburyport and Roxbury Institutions for Savings questioned 
whether the Act applied to them. They objected on the ground 
that they had perpetual charters granted before the state 
passed the investment law. They argued they had a contract, 
the right to invest their funds according to their own 
honest judgment. Webster's great speech, the great dis-
cussion of Chief Justice Marshall in the Dartmouth College 
case, had placed contracts, once made by the states beyond 
the reach of subsequent state legislatures. Since the 
state investment codes were often too rigid, these four 
banks wanted more freedom. Finally, the matter went to the 
Supreme Court and a unanimous decision prepared by Chief 
Justice Lemuel Shaw stated that the law did apply even to 
the earliest banks: their charters conferred no privilege 
in the matter of investments but had merely given them the 
right to have continuous existence as a corporation. There-
upon, after much activity on the part of the Board of 
Commissioners, obedience to the letter of the law became a 
universal practice among the savings banks of the state.28 
It is interesting to note that in Great Britain the 
early savings banks uniformly placed their funds in govern-
ment bonds. In 1851, British savings banks held $30,184,604 
in deposits and of this amount, ~30,173,347, or almost the 
entire amount was in government securities. The underlying 
the~ry was to establish the confidence of the working people 
28. Frank P. Bennett, The Story of Mutual Savings Banks. 
Frank P. Bennett & Co., Inc., Boston, 1924. pp. 41-42. 
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in the safety of government bonds and at the same time to 
create an attachment in the depositor to the maintenance 
of the laws and institutions of the country. 1129 
Bank Stock and the Crisis of 1837 
During the general financial crisis of 1837, the losses 
sustained by savings banks because of their investments in 
bank stock, either directly or where held as collateral for 
loans reached an estimated $2751 000. The large holding of bank 
stock by savings banks had resulted in making the general crisis 
more universal. Due to these conditions an attempt to amend 
and strengthen the General Law of 1834 was made in the Legis-
lature. 
In February, 1838, an act was passed which provided for 
a regular and more exact investigation of the affairs in sav-
ings banks. A board of' three commissioners was appointed and 
they f'iled their f'irst report on December 31, 1838. This 
report filled f'orty-f'ive closely printed pages and constituted 
about the f'irst literature on the subject of' local banking. 30 
In this report a summary of' investments at the close of' busi-
ness on the last Saturday of' October 1838 shewed the following: 
Bank stock 
Deposits in banks 
Loans on bank s to ck 
Public funds 
Loans on public f'unds 
MOrtgages on real estate 
City and town loans 
Personal security loans 
Cash on hand 
1,426,188 
568,787 
563,931 
70,000 
10,000 
1,121,300 
465,247 
672,117 
144,162 
5,041,732 
29. Annual Report of' Bank Commissioners 1851. 
30. William Woodward, History of' Massachusetts Savings Banks. 
Romans Publishing Company, New York, 1889. p. 7. 
28. 
As can be seen from the above, the proportion of in-
vestments in bank stock was rather high, being more than 
50% of the total assets. But if this is compared with the 
average of investments in bank stock in 1834 when it reached 
70%, the proportion is more favorable. On the whole, the 
moral effect of the crisis of 1837 resulted in changes in 
the general trend of the character of the loans made there-
after, It can be seen in the table below that there was a 
rapid increase in the amount of funds invested in public, 
real estate and personal securities all of which indicated 
a healthful advance away from the concentration in bank 
stocks, However, the possibility must not be overlooked 
that the decrease shown in the amount of funds invested in 
bank stock may have been caused by a shrinkage in the 
market value of the stocks. 
Table 1 
Comparative Statement of Investments of Massachusetts 
Mutual SaviQ?;s Banks for the Years 1836, -1842, 1847 
Security 
Public funds 
Mortgages of real estate 
County and town 
Personal 
Bank stock 
Deposits at interest 
*1834 
1836 
5,132 
727,518 
357,148 
410,242 
1,192,097l< 
520,669* 
1842 
1,373,667 
1,919,902 
597,893 
1,050,052 
248,081 
217,066 
1847 
2,130,290 
4,132,386 
947,094 
2,053,001 
143,305 
140,540 
Source: William Woodward, History of Massachusetts Savi;s 
Banks, Homans Publishing Company, New York, 18 • 
p. 13. 
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The scope o:f investments in bank stock by savings banks 
was constantly a matter o:f concern :for the Legislature. In 
1876, the total investment in a single bank was limited by 
the requirement that bank stock owned am held as collateral 
was not to exceed one-:fourth o:f the capital stock o:f any one 
bank. In addition, not more than $1001 000, nor more than 1% 
o:f the savings deposits was to be invested in a single bank. 
By successive Acts a:fter 1876, the restrictions placed 
upon investments in bank stock were gradually tightened both 
by limitations on the total amount invested and by require-
ments concerning banks whose stock was legal :for investment. 
Because o:f the good yield on bank stocks, even though their 
volume was relatively small compared to other types o:f 
securities, the savings banks were eager to invest in them. 
The Bank Commissioner :found it necessary to issue warnings 
against heavy investmEnts in bank stock because o:f its double 
liability :feature. Legal restrictions concerning this type 
o:f investment were :further tightened in succeeding years. 
It should be borne in mind that while the :founders o:f the 
savings bank movement had high moral purposes, as the savings 
banks developed, business men came to head them and their 
activities had to be curbed. 
Railroad Securities - Law o:f 1841 
Another class o:f investment was opened up to savings 
banks when the lawBl was so cilanged in 1841 that savings 
banks were allowed to loen money upon stock o:f Massachusetts 
railroads as collateral, when the capital stock o:f such rail-
roads was paid in :full, not subject to mortgage and not 
31. Acts o:f 1841, Chap. 44. 
30. 
worth less than par at the time of the loan. A loan was not 
to exceed 85% of the par value of the stock and was in no 
case to be in excess of 5% of the deposits. Investments 
in this class were never very large. The purchase of 
Massachusetts railroad bonds was legalized32 in 1887 and 
in 1899, the purchase of railroad bonds was extended to 
include New England railroads.33 
Change in Investment Policy 
The impact of financial and commercial reverses suf-
fered by the general public in the crisis of 1857 was less 
severely felt by the banks than in 1837. The banks of dis-
count were on a more stable footing and the savings banks 
had an added protection in the fact that the amount of their 
investments in bank stock had been carefully regulated. The 
general trend of investments as shown below in the differ-
ence between the years 1838 and 1858 was indicating a change 
in the philosophy of the investment policy of the savings 
banks: 
Bank stock 
Mortgage loans 
Personal Security 
County and Town loans 
Loans on pub lie funds 
32. Acts of 1887, Chap. 196. 
33. Acts of 18991 Chap. 269. 
1838 1858 
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Problems of Investible Funds 
Because of the large expansion of many of the savings 
banks, an inquiry was suggested by the Bank Commissioner 
in 1842 as to whether absorbing so much capital without 
some limitation of amount was advisable and expedient. It 
was felt that receiving deposits should be confined to 
those "who need to be encouraged to the practice of frugality 
"and that discretion should be exercised in declining deposits 
in the case of those who were not suitable depositors. It 
was considered "undesirable that the savings banks should be 
enlarged by the deposits of the wealthy who have no title to 
the services of benevolent trustees. 1134 In fact, it was 
noted that the savings banks were being used by business men 
who were placing their money in the savings banks when it 
could not be used with profit and then they would make with-
drawals at a time when it was to the disadvantage of the 
people for whom the banks were organized. In other words, 
it appeared that the savings banks were being utilized as 
commercial banks 1 instead of simply being used by wealthy 
people as depositories. 
The tendency to make inadmissable investments, growing 
out of large surplus accumulations, was cited by the Com-
missioner, as several cases of investments in real estate 
were reported--a mode of investment which was not recognized 
by law at that time. An emphatic statement by the Com-
missioner was made that "savings banks were created not to 
make profits on accumulated capital but to create and save 
capital itself. The business of savings banks is to invest--
34. Annual Report of Bank Commissioners 1852. 
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to make permanently secure--deposits and not to set them 
afloat on the shifting tide of business or speculation for 
the sake of higher premiums offered. n 35 
In the 1854 report of the Bank Commissioner, :lt was 
asserted that savings banks were moving away from the limited 
sphere which was originally designed for them. It was very 
evident that due to the fact that the authorized modes of in-
vestment were so limited, abuses were resulting from the 
limitations. There was a great diversity of opinion as to 
the best modes of investment but the belief was general that 
the scope should be widened, always taking into consideration 
that safety of investment was more desirable than extra-
ordinary profit. 
By 1859, the total amount o.f deposits in the savings 
banks of the state had reached $39,424,418, an amount much 
larger than one-half of tre banking capital of the Common-
wealth. These funds needed new outlets for investment. The 
larger institutions were declining to open new accounts be-
cause of the difficulty of finding enough investment op-
portunities within the legal limits prescribed by law. 
New Investment Outlets 
A change in the financial conditions of the country, 
however, soon provided some new channels. In 1861, at the 
outbreak of the Civil War, the demand for money was felt 
35. Annual Report of Bank Commissioners 1854. 
33. 
in every community. Rates of interest rose decidedly and 
investments in public funds became the most attractive on 
the market. The annual returns of the Bank Commissioner 
show that in 1861, the amount invested by savings banks in 
public funds was ~3,111,148 and in 1868, the amount so in-
vested had reached $31,987 1 621, of which $25,488,011 were 
in Government bonds--an especially attractive investment 
during the war years. 
Another channel of investment was opened up by the 
definite recommendation of the Bank Commissioner that the 
range of investments should be enlarged so as to include 
the best municipal securities, such as, the bonds of Port-
land, Hartford, Providence, New York and Albany. This 
recommendation became law in the Act of 1863. By this act, 
a further restriction was made on a limitation set in an 
earlier law. The General Law of 1834 had limited the amount 
to be invested in the capital stock of any corporation to 
10% of the deposits and the loan was not to exceed ~100,000, 
Under the Act of 1863, the restriction was made to cover not 
only investments in such stock but also such loans as might 
be made on notes, with stock as collateral security. 
The wider range of investments made possible by the Act 
of 1863 included: 36 
1) Public funds of State of New York 
2) Bonds or notes of New England cities 
36. Acts of 1863, chap. 234. 
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3) First mortgages of any railroad in the State 
duly incorporated and which had paid regular 
dividends for two years next preceding such 
investment. 
4) Bonds of railroads unincumbered by mortgage 
5) Notes of citizens of Massachusetts with above 
described stock as collateral; or, on pledge of 
stock of such railroads at not over 80% of mar-
ket value, or over 90% of par value, These pro-
visions did not apply to horse railroads. 
On the one hand, enlarging the field of investments but 
on the other, showing its watchfulness by placing definite 
limitations on certain securities, the Legislature was act-
ing in its capacity of guardian for the best interests of 
the depositors. 
Real Estate Loans and Usury Laws - 1865 
The usury laws37 of Massachusetts had limited the rate 
of interest chargeable in certain cases so that mortgages of 
real estate paid the banks only 6%. The great demand for 
money by the Government during the war years, for which it 
was paying the high rate of interest of 7 3/10%, diverted 
bank deposits out of the channel of real estate investments 
into public securities, Persons of small means, with only 
a home as oollateral, found it nearly impossible to raise 
money. Thus the law which was supposed to protect the people 
37. William Woodward, History of Massachusetts Savings 
Banks. Homans Publishing Company, New York, 1889. p. 20, 
35. 
of small means really worked a hardship on them as real 
estate loans dropped. In 1862, the total loans by savings 
banks on real estate security amounted to ~18,408,749. In 
1865, they fell to $15,534,568. 37a 
These conditions led to the law of May, 1865, which 
made it legal to contract loans for one year thereafter, 
for interest at the rate of 7 3/10% for a period not to 
exceed one year. The results of this law were so favorable 
that usury laws were repealed in 1867 and the immediate ef-
fect can be seen in the following: 
In 1865, loans on real estate security by the savings 
banks amounted to 25% of their deposits. In 1875, the total 
amounts of this type of loan had increased to 60% of their 
deposits. 
Growth of Investible Funds - 1869 
In the Bank Commissioner's report of 1869, it is evident 
that the growing size of investible funds of the savings banks 
had become a matter of deep concern to the authorities. It 
was pointed out that deposits and surplus earnings totalled 
$114 ,801,608.23 and that "this amount was 
1) equal to the value of all corporate capital 
invested in cotton, lDolen, iron and leather 
manufactures; 
2) nearly double the appraisal value of all railways; 
3) exceeded by 35 million dollars the capital of all 
the banks of discount in the state the preceding 
year. 
37a. Ibid. 
36. 
The management of a fund so large, having ao many 
peculiar elements bearing directly with great force upon 
our social and political economy, calls for constant and 
critical watchfulness on the part of the State."38 
Codification of Laws - 1876 
A oodifioation39 of the existing laws governing savings 
institutions was made and incorporated into the General 
Statutes of 1876, Some changes were made in the limitations 
of certain types of investment and they will be noted under 
their separate headings. 
Stay Law - 1878 
The panic of 1873 ushered in a trying period of great 
severity in the history of mutual savings banks in Massachu-
setts. The depression, which was of unusual duration, forced 
real estate values to an alarmingly low point and thus placed 
many savings banks in a dangerous position, especially in 
those oases where excessive valuations of property had been 
made for mortgage loans, The continuous demands of depositors 
for withdrawal of funds to meet our rent needs because of the 
hard times was an added strain on the banks, A direct result 
of the difficult situation was the enactment of the so-called 
"stay law"40 on March 21, 1878. 
The law provided that the Bank Commissionemshould be 
38. Annual Report of Commissioner of Savings Banks 1869, 
39, Acts of 1876, Chap. 203, sec. 9, 
40. Acts of 187B, Chap. 73, sec. 1. 
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empowered to limit the amount and the time of the payments 
to depositors, whenever, in their judgment, the welfare of 
the depositors so demanded." Inasmuch as this measure 
provided a shield for the banks to help protect their in-
vestments, there' was much criticism directed at tbe law by 
depositors who were inconvenienced but who fei led to realize 
the real intent of the law was the ultinB. te protection of 
their own interests. In 1880, the tide was reversed and 
the savings banks once more started to show the general 
progress which had characterized their growth. 41 
Advantages Accruing to Communities from Investments 
of Savings Banks 
By 1886, the total assets of the savings banks of the 
state had reached $304,403,077.91 and the report of the 
Commissioners states that 
41. 
"this sum, by its very size, had become an 
important factor in the financial interests of 
the State, entering largely into the considera-
tion of monetary circles. One result of such 
accumulations, centrally placed and constantly 
increasing is the facility it affords to obtain 
capital for enterprises which from their magni-
tude bear a vital relation to the general wel-
fare of the community, such as bonds of railroads, 
loans to cities and towns for important improve-
ments and national bank stock. These investments 
are of two-fold advantage: 
1) Money invested at home supplies employ-
ment to citizens of the community, thus affording 
opportunities for further savings by those for 
whom these institutions were established. 
2) The great advantage to the borrowers, 
William Woodward, History of Massachusetts Savin~s 
Banks. Homans Publishing Company, New York, 188 • p. 27. 
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because the capital is not easily disturbed by 
financial fluctuations or individual demands par-
taking of a permanent character. Add also the 
great benefit of having so large a portion of the 
money invested in mortgages of real estate in our 
own communities. The important relation of these 
banks not only to the financial interests but to 
the oo mmuni ty gene rally becomes of such importance 
that it requires most careful consideration.n42 
Mortgage ~ans 
The investment of funds in loans on mortgages of 
real estate, allowed under the earliest regulations, was 
defined under the Act of 1876 to cover loans by the sav-
ings banks on first mortgages of real estate, situated in 
Massachusetts, if the amount of the loan was not more than 
60% of the value of the property and the aggregate amount 
of such loans was not to exceed 70% of the total amount of 
deposits. 
These regulations remained unchanged until 1908, when 
a general revision was made. Under the Act of 1908, pro-
vision was made concerning the revaluation of mortgaged 
property and tbe maximum that could be loaned on unimproved 
real estate. It was required that property should be re-
valued at intervals of not more than 5 years and that not 
more than 40% of the value of a property could be loaned 
in the case of unimproved and unproductive real estate. 
The old requirement of 60% of value was retained for a 11 
other mortgage loans. The restrictions noted were made by 
the Legislature with a view to increas 1ng the efficiency 
42. Annual Report of Board of Bank Commissioners 1886. 
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of this type of investment for the savings banke. 45 
In 1935, the Legislature further tightened the restric-
tions on mortgage loans on real estate by requiring that no 
loan on mortgages should be made for a period longer than 
3 years and the revaluation period was reduced from 5 to 3 
years.44 Due to the fact that there was increasing compe-
tition for good real estate loans after the depression of 
1933, the savings banks sought a liberalization of the 
regulations. 
Consequently, after 1937, they were permitted to make 
loans on improved or productive real estate for a period 
greater than 5 years if the terms of the note required 
quarterly amortization at a rate of 2% a year or more. 
The carefully measured supervision of the Legislature can 
be seen in the provision in the Act of 1937 which stated 
that such a loan was not to exceed 60% of the value of the 
property if the amortization rate was 2% but the loan could 
be 70% of the value if the rate of amortization was 5%. 45 
The self-liquidating, direct reduction policy on mortgages 
loans on real estate gave savings banks a better opportunity 
to compete with the co-operative banks which were able to 
make loans for longer periods and for larger percentage of 
the value of the property. 
Under the Real Estate Loan section of Recent Develop-
45. Acts of 1908, chap. 590. 
44. Acts of 1955, chap. 354. 
45. Acts of 1937, chap. 180. 
40. 
/o 
menta will be shown the extent to which mutual savings 
banks availed themselves of the opportunity provided and 
thus succeeded in reaching first place in the residential 
mortgage loan field of i20,000 or less. 
that 
Personal Security 
In the report of 1855, the Bank Commissioners stated 
"by the 78th sec. Chap. 36 of the Revised Statutes, 
a primary list of allowable modes were pointed out, and 
in the succeeding section, a secondary class was per-
mitted to be resorted to, in case the funds could not 
be conveniently loaned in any of the first mentioned 
forms. It never was intended that a savings bank 
should commence operations by entertaining in the out-
set propositions for loans of a merely personal 
character. These are to be suffered after the first 
class is exhausted. It never was designed and public 
policw does not require that funds of a savings bank 
should be made to minister to the pursuits of the 
business community by mere accommodatio~ upon commer-
cial paper or any other personal note." 6 
The law of 1876 changed the limitation on loans on 
personal security so that they were not to exceed 1/3 
(changed from 1/2) of deposits, and they were to run not 
longer than one year. 
Again in 1889, the Bank Commissioners called attention 
to the fact that the nearest approach to legal limit of any 
any investment is loans on personal security--averaging 
24% of deposits and income, the limit being 33 1/3%. 
11By reference to the law (Sec. 20, Chap. 116, 
Public Statutes), it will be Observed that this 
46. Annual Report of Bank Commissioners 1855. 
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line of investment was intended to be an exceptional 
one, but it has proved in too many cases to be the 
favorite, presumably because it has supplied the 
opportunity for loaning money by our banks which 
could not be obtained of them in any other way. 
Safety should be governing principle in investment 
of our savings banks; they are trust funds and 
should not be placed at any business risk.n47 
The strict guardianship of the Legislature was assert-
ing itself in no uncertain terms. In 1891, the loans on 
personal security showed decreases and the Board was moved 
to "state our gratification upon results noted." 
It is interesting to note that in an Analysis of 
Massachusetts Savings Banks as of October 31, 1956, loans 
on personal security represented only .798% of total assets.48 
Bonds and Stocks 
Investment opportunities broadened for the savings banks 
with the economic expansion and development of the country, 
but until 1903 the investment outlets for the growing deposit 
funds of the savings banks remained practically as they had 
been in 1876. In addition to loans on real estate and loans 
on other security, they were investing in public funds, 
railroads bonds, and bank stock with liberalizations having 
been made within those fields over the years. 
A beginning in the widening of the scope of investments 
had been made in 1897, when by provisions of the act incor-
porating the Boston Terminal Company, savings banks were 
authorized to invest in mortgage bonds of that company. 
47. Annual Report of Board of Commissioners of Savings 
Banks 1889. 
48. Analysis of Massachusetts Mutual Savings Banks as of 
October 31, 1956, Prepared by the Savings Banks 
Association of Massachusetts. 
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Then on January 15, 1903, the statute became operative 
which allowed the investment of deposit funds in the 
43. 
prosperous field of street railways~9 The public utility bonds 
of the gas, electric, and water companies were the last group 
to be admitted to the legal list and the investment in these 
bonds became appreciable only after the revision of the law50 
in 1926. 
It is interesting to note that street railway bonds are 
no longer on the legal list since they have been gradually 
eliminated as they became less and leas effective and were 
not considered high-grade investment. 
Recent Trends 
In line with the general over-all policy which the 
Legislature has pursued in regard to savings bank invest-
ments, namely, tightening restrictions on authorized in-
vestmED ts and permitting the field of investments to be 
enlarged whenever it is in the best interests of the banks 
to do so, the following changes made within recent years 
may be cited:51 
General Shift in Equities 
Historically, it was never considered wise for savings 
banks to have a heavy investment in common stock. They 
could invest only in bank stock of trust companies in Massachu-
setts and national banks in New England that complied with 
49. Acts of 1902, Chap 483, sec. 1. 
50. Acts of 1926, Chap. 351. 
51. From data obtained by interviews mostly from Mutual 
Savings Central Fund, Inc., Boston, Massachusetts. 
certain restrictions within the legal requirements. As the 
savings banks have grown, particularly since the war, the 
accumulation of money in the Guaranty Fund gave them great 
purchasing power but with only a limited number of banks 
qualified to have their stock considered for investment. 
Following the natural ls w of supply and demand, the bank 
stock available was greatly inflated to a price much higher 
than its liquidating value. In 1950, the Legislature al-
lowed the field of investments to be broadened by admitting 
to the legal list out-of-state bank stock52 with the limita-
tion that aggregate investments in bank stock must not ex-
ceed 2/3 of the Guaranty and Surplus Funds. The specific 
requirements for out-of-state bank stock emphasized the 
safety principle in action as evidenced by the following: 
The out-of-state bank must have, at least, among cer-
tain other requirements, 
1) a total capital and undivided surplus of over 
40 million dollars. (This provision is based 
on the theory that a large bank will have more 
shares outstanding, thus assuring better mar-
ketabi li ty.); 
2) capital plus the surplus and undivided profits 
equal to at lea&t 6-" or the total deposits; 
3) an unbroken 10-year dividend record. 
Throughout the years, savings bank investments have 
52. Acts of 1950, Chap. 367. 
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been completely controlled by permissive state legislation 
with built-in requirements for the various classes of in-
vestments, However, there is now a provision in the law 
under Section 50 of the Recodification of the Laws which 
permits the directors of the Mutual Savings Central Fund 
to admit to legality c erta in bonds for which no yards ticks 
have been named by the Legislature. 
If twenty-five savings banks petition the directors of 
the Mutual Savings Central Fund to admit a certain security, 
not otherwise eligible for savings banks, to the legal list 
and if the appro val of the Bank Commissioner is obtained, 
the security can then be added to the list. This provision 
must not be considered in the form of an evasion of the more 
restrictive policies of the Legislature; rather, its pur-
pose is to take care of the following situations: 
1) Those securities, which for some technical reason, 
are not on the authorized list. 
2) Industrial bonds, such as those of Allied Chemical, 
Aluminum Co, of America, American Tobacco, 
National Dairy, for which yardsticks cannot be 
set up. Since these companies are in such wholly 
different fields, there is no basis for comparison 
with each other, although individually of high 
quality, 
3) Revenue bonds, a practically new type of bond 
within the last ten or twelve years, covering 
toll roads and such, have been untried as to 
yardstick standards, They are not guaranteed 
45. 
by the State, nor are they a mortgage bond. 
Only the revenue of the particular facility is 
pledged to meet the payments on the bond. A 
certain advantage which these bonds bear is that 
the,y are federally tax-exempt. The director of 
the Central Fund felt these bonds should be 
authorized. Consequently, the Massachusetts 
Turnpike, Triborough Bridge and Tunnel Authority 
of New York, Pennsylvania Turnpike, Port of New 
York Authority, are among those which have been 
admitted to the legal list. 
Fire Insurance Co. Stock 
An example of the broadening aspect of the field in 
investments came in 1953 when the stock of fire insurance 
companies was added to the legal list.53 The safeguarding 
yardstick is evident in these basic requirements which 
must be met by any company whose stock is to be co nsi de red: 
1) The company in question must be one of the 
twenty-five largest in the country; 
2) The company must be one of twelve out of the twenty 
five largest and its rating is measured by a 
5-year underwriting profit ratio rather than by 
its investment profits. 
The definite limitation of the law stating that no 
53. Acts of 1953, Chap. 160. 
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more than 2/3 of a bank's suzp lus may be invested in both 
bank and insurance stock provides a safety check inasmuch 
as previously the 2/3 limitation had applied only to bank 
stock. 
Railroad Bonds 
----
In the Acts of 194554 and 194855 , a special yardstick 
was set up for those railroads whose bonds are included on 
the legal list. The basis for evaluation is the manner in 
which the individual railroad compares with the 3-year 
average performance, regardless of fixed charges, of a 
group of Class l railroads. Class l railroads are those 
with more than one million dollars gross revenues and their 
average performance is rated acoording to: 
l) a margin of safety--the amount available after 
interest on debt and all obligations are paid; 
2) coverage of fixed charges--the nunber of times 
within the 3 years that the fixed charges were 
covered. 
If the rating of the individual road, based on a 
similar evaluation, is equal to or better than the average, 
it is admitted to the legal list. These strict require-
men ts tend to strengthen the railroad bond portfolios for 
all savings banks. 
54. Acts of 1945, Chap. 344, sec. 2. 
55. Acts of 1948, Chap. 215. 
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Real Estate Loans 
BecaU!e of the increasingly keen competition, savings 
banks have been permitted since 1947 to make loans on real 
estate up to SO% of the value of the property. 56 The 
maximum funds allowed for investment by a savings bank in 
real estate mortgages bad been 70% of its deposits. But 
this has also been cha:q;.;ed because of the sharp competition. 
However, the :fl.rm hand of treLegislature on the safety prin-
ciple in thrift institutions shows itself in the provision 
that savings banks can invest beyond the 70% limit of 
deposits to the extent that they have not used up their in-
surance company stock and providing that these loans in ex-
cess of the 70% mark are g1aranteed loans, insured by the 
V .A. or F.H.A. 
The results of the new policy can be graphically fol-
lowed in Chart ~1. It shows that in the 5-year period between 
1949 - 1954 the mutual savings banks in Massachusetts made 
well over 40% of the residential mortgage loans of ~20,000 
or less in the state. In 1945, savings banks made only 
23.5% of these loans but the volume increased to 42.8% in 
1949, reaching a high of 48.1% in 1953. Co-operative banks 
had accounted for 33.2% of these loans in 1945 but they 
dropped to a laval of 2~24% between 1949-1954. Federal 
savings and loan associations with 13% of the volume in 
mortgage loans of this type in 1945 also dropped but 
56. Acts of 1947, Chap. 98. 
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returned to 13% in 1954. Commercial banks experienced a 
decline during be same period in the volume o:f these loans. 
Summary 
Savings banks were instituted to operate :for the benefit 
o:f the localities in which they were situated and the history 
o:f legal ~strictions pertaining to the investments o:f mu-
tual savings banks in Massachusetts indicated that the origi-
nal purpose was :faithfully pursued, "Chartered by this 
Commonwealth" and restricted "to citizens o:f Massachusetts" 
were phrases regularly .fOund in the investment laws o:f this 
state ibe:fore they were liberalized. 
At one time the charge was being commonly made that 
savings ~ank investments in Massachusetts were antiquated. 
For example, Massachusetts savings banks were limited to 
investrrent in the stock o:f national banks in New England 
only, while many o:f the extremely large national banks with 
high-yield stock were located outside o:f New England. How-
ever, revisions and later amendrrents lifted restrictions 
and brought liberalization in the :field o:f investments as 
savings bank officials initiated moves for new legislation 
in order that they might meet competition and better serve 
their depositors, 
On the whole, the principles o:f investment policy pur-
sued tw savings banks can be likened to those of any prudent 
man managing his own affairs, i.e., 1) minimum risk of prin-
cipal and 2) greatest possible annual return. The mutual 
50. 
savings banks, under the restraining hand of the Legislature, 
have made their investment policy serve the depositors• 
interests by providing 1) for the safety of principal, 
2) for diversification of risk, and 3) for adequate 
liquidity. 
51. 
III EARLY DAYS OF SAVINGS BANKING IN MASSACHUSETTS 
The mutual savings banks came into existence in this 
part or the country, as has been pointed out, to rill a 
great need, i.e., to serve as depositories rar the savings 
primarily or the working people. The settlement or the 
West and the development or an employee class in the South 
came so much later that, when they did come, other types or 
banks were in the field ror savings. 
It is possible that the lack of capital in the pioneer 
days and later the lack or philanthropic civic leaders 
willing to invest funds in non-prorit ventures, like sav-
ings banks, accounts ror the ract that mutual savings banks 
have been limited mainly to the northeastern section of the 
United States. When the people of the West and South needed 
places to keep their savings, depositing at commercial banks 
lad already become a common practice. 
Early Competition 
In Massachusetts competition by mutual savings banks 
was first encountered within their own ranks when an in-
teresting phenomenon took place. The mutuals had shown a 
steady growth rrom their inception as Table 2 shows. The 
success or these institutions prompted many requests for 
new charters around 1850. The Bank Commissioners and the 
legislators were reluctant to grant charters ror new sav-
ings banks as they questioned whether the establishment or 
more institutions might not hurt those already in business. 
-52-
Year 
1834 
1844 
1854 
1864 
1874 
1884 
1894 
1900 
TABLE 2 
GROWTH OF MASSACHUSETTS MUTUAL SAVINGS BANKS 
IN DEPOSITS AND DEPOSITORS 
1834 - 1900 
(in thousands) 
Amount of Deposits 
$3,407 
8,261 
25,936 
62,557 
217,452 
262,720 
416,778 
540,403 
No. of Depositors 
24.3 
49.7 
136.7 
291.6 
702.1 
826.0 
1,247.1 
1,535.0 
Source: Annual Reports of Bank Commissioners, Massachusetts 
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It was the practice among banks to accept no deposit 
smaller than one dollar. The resourceful men who wanted 
to start new banks appealed to the Legislature on the ground 
that children were being deprived of the incentive to thrift 
because they could not deposit their pennies and that domes-
tic servants, as well as some laborers, should have the 
opportunity to deposit fractions of a dollar. The older 
institutions were not interested in accepting the small 
deposits because of the expense attached to carrying such 
accounts. 
In 1854 the Legislature allowed the incorporation of 
banks bearing the words, "Five Cents Savings Bank, 11 in 
their titles. Twenty-six new banks were incorporated within 
the two years, 1854 and 1855. Of these, twenty started plans 
to receive deposits as small as five cents at one time. Al-
though the idea of accepting small deposits was new to 
Massachusetts, it had been incorporated into the General 
Laws of England as early as 1817. 57 
From 1816 - 1890 the mutual savings banks had no real 
competition of any consequence in Massachusetts. It is 
true that State Banks were in existence before the Civil 
War but they never competed for savings deposits with the 
savings banks. There were no national banks until 1864 
and no trust companies in Massachusetts until 1869. The 
57. William Woodward, History of Massachusetts Savings 
Banks. Hormns Publishing Company, New Yolk, 1889. 
p. 17. 
54. 
fact that the mutual savings banks were virtually alone in 
the field of receiving savings deposits for such a long 
time led to three permanent effects, according to one 
writer: 
1) "Savings deposits acquired almost a sanctity 
in Massachusetts in that they must be handled 
on a different basis from other deposits. 
2) The deep-rooted idea developed that no personal 
profit should be allowed to accrue to any one 
out of savings business. 
3) The State has a particular interest in savings 
depositors as shown by the strict investment 
laws and the moderate taxation en.1oyed by 
savings banks for so many years , n58 
The first real competition, outside their own ranks, 
came to the mutual savings banks from the trust companies 
which were the first ones to intrude on the 11 sancti ty 11 of 
the mutual savings bank idea, The trust companies had 
deviated from the original intent of doing only a trust 
business and the practice of accepting savings accounts 
became frequent as early as the 1860 1 s, They were not 
differentiating between "trust deposi t 11 and 11 savings 
deposit". After the 18?0 1 s, the operation of the two 
types of business became distinct, 59 
As far as national banks are concerned, it appears 
they were never intended to be in the savings business, 
There is no mention of the word, "savings", anywhere in 
58. Frank P, Bennett, The Sto.!il_ of Mutual Savings Banks. 
Frank P, Bennett & Co,, Inc., Boston, 1924. p, 65, 
59. Ray B. Westerfield, Money, Credit and Banking. 
Ronald Press Co., New York, 1938, p. 1055. 
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the National Bank Act, passed in 1863.60 When the National 
Bank Act was amended in connection with changes in the bank-
ing system of the country under the Federal Reserve Act of 
1913, the words, "time deposit", appeared for the first time. 
In practice, however, many national banks had received sav-
ings deposits prior to 1913. 
Historically, it is related by one author that national 
banks in Massachusetts were forced, so to speak, into the 
savings bank business. The story goes that a bank officer 
in Western Massachusetts, near Governor Crane's home, had 
been cashier of a national bank and treasurer of a savings 
bank at the same time, both banks being housed in the same 
quarters. By shifting securities from one side of the room 
to the other, according to which bank was being audited by 
the bank examiner, he was able for some time to make both 
banks appear sound. 
Governor Crane maintained that the guilty officer would 
have been detected much sooner than he was if the "switching 
process" had been impossible. He thereupon petitioned the 
Legislature and succeeded in having a law passed that no 
savings bank should share its officers and quarters with a 
national bank or trust company. This law worked a hardship 
in many small communities, making it impossible for a mutual 
savings bank to continue as an independent institution. 
The small community could not support both a national and a 
60. E. A. Goldenweiser, American Monetary Policy. Mc-Graw-
Hill Book Co., Inc., New York, 1951. p. 39. 
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savings bank, yet needing both kinds of service, the 
national bank took care of the needs of the people--ac-
cepting their savings deposits in addition to conducting 
the commercial banking. Thus the law which was well-
meaning in its aim to protect the depositors lead to an 
unlocked-for result.61 
In 1903, an important ruling by the Comptroller of 
the Currency stated: 
"There does not appear to be anything in the 
National Bank Act ~ich authorizes or prohibits a 
savings department by a national bank ••..• 
Engaging in the business of a Savings Bank is one 
for detennination of the Board of Directors." 
By 1912 about 45% of all national banks had availed 
themselves of the privilege and had established savings 
departments. 62 
In general, in the national banks snd trust companies 
there was no legal limit on the maximum amount that could 
be accepted from one individual, as was the case in the 
mutual savings banks. Investments were not restricted to 
any "legal lists". Therefore, depositors in the savings 
departments of commercial banks were without the safeguards 
imposed on the mutual savings banks. In fact, in the case 
of a run on a bank, the time depositors were at a great 
disadvantage because the bank could require a 90 days' notice 
of withdrawal from the time depositors ~ile the withdrawals 
ofthe demand depositors were being satisfied at the expense 
61. Frank P. Bennett, The Story of Mutual Sav~ Banks. 
Frank P. Bennett & Co., Inc., Boston, 1924. p. 76. 
62. John Lintner, Mutual Savings Banks in the Savings and 
Mortga~e Markets, Harvard University, Cambridge, 
Massac usetts, 1948. p. 130. 
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of lessening the best assets of the bank. 
It was not until 1908 that measures were adopted in the 
Legislature to give some protection to savings depositors in 
commercial banks, providing them with preferentia 1 treatment 
over commercial depositore.63 
In summarizing the early days of savings banking in 
Massachusetts, the fact stands out that the mutual savings 
banks were the predominant force in that field in Massa-
chusetts during the 19th century. It can be said that their 
policy, directed by educational considerations for those in 
the community who needed guidance in learning the value of 
saving, was successful as their record of growth up to 1900 
attests. 
In 1834, there were 24,256 deposit accounts in the mutual 
savings banks of Massachusetts whose population at that time 
totalled 610,408;;< in 1900, the deposit accounts in the state 
had grown to 1,535,009Jwhile the population had increased to 
2,805,346. 63a The increased proportion of accounts from 
3.9~ in 1834 to 54.7% in 1900 reflected the good they ac-
complished in the number of individuals who learned to 
practice thrift and to repose confidence in moneyed institu-
tions. 
d83o 
63. Ray B. Westerfield, Money, Credit and Banking. Ronald 
Press Co., New York, 1938. p. l052-.--
63a. Statistics obtained from 
(1) Abstract of the Returns of the Fifth Census; printed 
lb) Duff Green, Doc. 263, Hol.Ee of Rep., Washington, 
1832, page 5. 
(2) Annual Report of the Commission of Banks, Comm. of 
Massachusetts, 1947, p. XXIV-XXV. 
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IV PERIOD AFTER 1900 -- THE GROWTH OF COMPETITION 
IN THE SAVINGS FIELD 
Mutual savings banks encountered competition in various 
forms after 1900. The expansion of existing savings institu-
tions together with the rise and rapid development of new 
and competing savings media characterized this period. The 
various savings media which will be discussed in this chap-
t'er will include the following: the savings departments of 
commercial banks, savings and loan associations, life in-
surance companies, United States savings bonds, postal 
savings, credit unions, and open-end mutual funds. 
Statistics and data relating to the various savings 
agencies on the national or sectional level have been used 
to illustrate general trends. It can be stated on the basis 
of studies which have been conducted that these same trends 
are applicable to the geographical areas where mutual savings 
banks are concentrated.63b In other words, prevailing trends 
would be applicable to Massachusetts. 
Trend of Individual Savings 
A general view of the dollar volume of savings in 
mutual savings banks and the seven agencies which are to 
be considered from the point of view of competition is 
contained in Table 3 which gives the trend in individual 
savings throughout the country for the period 1900-1956. 
63b. John Lintner, Mutual Savings Banks in the Savaggs and 
Mortgage Markets. HarvardSUniversity, Cambri e, ---
1948, p. 37. 
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Year 
1900 
1905 
1910 
1915 
1920 
1925 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1~40 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
TABLE 3 
t d T of Media 1900 - 1956 T end of Individual Savings in Selec e ypes 
r (in billions of dollars) 
Commercial 
Banks 
( 1) 
$ 1 . 1 
2.2 
3 . 8 
5 . 8 
11 . 2 
16.6 
19 . 0 
15.4 
13 . 6 
Mutual 
Savings 
Bank 
(2) 
$ 2.2 
2 . 9 
3 . 4 
4 . 0 
5 . 4 
7 . 2 
9.4 
10 . 0 
9.9 
11.0 9 . 5 
12 . 2 9 . 7 
13 . 2 9 . 9 
14 . 0 10 .1 
14 . 8 10. 2 
14.8 10. 3 
15 . 3 10 . 5 
15.8 10 . 7 
15 . 9 10 . 5 
16 . 4 10.6 
19.2 11.7 
24 . 1 13. 4 
30.1 15 . 4 
33.8 16 . 8 
35 . 2 17 . 8 
35 . 8 18 . 4 
36 . 1 19 . 3 
36 . 3 20.0 
37 . 9 20 . 9 
40 . 7 22 . 6 
43.7 24.4 
46.8 26.3 
48 . 4 28 .1 
Savings & 
Loan 
Association 
(3) 
~ . 4 
. 5 
. 7 
1 . 1 
1 . 8 
4 . 0 
6 . 6 
6 . 2 
5 . 6 
4 . 9 
4 . 6 
4 . 3 
4. 1 
4 . 0 
4 . 0 
4 . 1 
4 . 3 
4 .7 
4 . 9 
5 . 5 
6 . 3 
7 . 4 
8 . 5 
9 . 8 
11.0 
12.5 
14. 0 
16 . 1 
19 . 1 
22 . 8 
27.3 
Life U.s. 
Insurance Savings 
Reserves Bonds 
(4) (5) 
~ 1 . 4 :jp 
2 . 3 
3 . 2 
4 . 4 
6 . 3 
9 . 9 
16 . 2 
17 . 4 
17 . 8 
18 .1 
19 . 0 
20 . 4 . 2 
21 . 8 . 5 
23 . 2 1.0 
24 . 5 1 . 4 
25 . 8 2.2 
27 . 2 3 . 2 
28 . 9 6 . 1 
Postal 
Savings 
( 6) 
.1 
. 2 
. 1 
. 2 
.6 
. 9 
1 . 2 
1 . 2 
1 . 2 
1 . 3 
1 . 3 
1 . 3 
1 . 3 
1.3 
1 . 4 
30 . 8 15 .1 1 . 4 
33 . 1 27 . 4 1.8 
35.6 40 . 4 2.3 
38 . 7 48 . 2 2 . 9 
41 .7 49 . 8 3.3 
44 . 9 52. 1 3 . 4 
48 . 2 55 . 1 3 . 3 
51.5 56 . 7 3.2 
54 . 9 58.0 2 . 9 
58 . 5 57 . 6 2.7 
62 . 6 57 . 9 2 . S 
66 . 7 57 . 7 2 . 4 
70 . 9 57 .7 2 . l 
Credit 
Unions 
(7) 
%> -
.1 
. l 
. 1 
. 2 
. 2 
. 3 
. 3 
. 3 
.4 
. 4 
.5 
. 5 
. 6 
. 7 
. 9 
1.1 
1 . 4 
1 . 7 
2 . 0 
2 . 4 
Mutual 
Funds 
(8) 
%> -
1 . 1 
.9 
1.0 
1 . 4 
1 . 6 
2 . 3 
2 . 2 
2 . 2 
2 . 3 
2 . 8 
3 . 4 
4 . 1 
4 . 9 
5 . 1 
7 . 3 
9.0 
,...--- --1 ~ fi6 CE } nO. 4 _____ 30 . o 
32 . 2 
37 . 9 7783 . 74 5576 . 95 i :~ ·----~ . ------
(P) Preliminary 
Sources: (l) 1900 - 1949 from Goldsmith ' s A Study of Savings in the United 
States; 1950 and later years from Federal Reserve Bulle tin 
(2) 1900 - 1949: Goldsmith; 1950 and later years from Federal Reserve Bulletin 
{3) 1900 - 1949 : Goldsmith; 1950 and later years Federal Reserve Bulletin 
( 4) From Ins ti tu te of Life Insurance 
(5) 1935 - 1941: Banking and mone tary Statistics; 1942 and later years Federal t.eserve Bulletin 
(6) Goldsmith from 1911 - 1949; 1950 and later years Federal Reserve Bulletin 
(7) Credit Union National Association; Federal Home Loan Bank 
(8) National Association of Investment Companies 
Published by (a) Savings and 1.ortgage Statistics , Savings and 
Mortgage Division, American Bankers Association, 
New York, March 1 , 1957 . p . 3 . 
(b) Savings and Loan Fact Book, 1956. United States 
Savings and Loan League, Chicago, Ill . p . 12. 
m 
0 
• 
With the growing economy of the country, the status of 
the individual citizens improved. As individuals grow 
wealthier, they desire more diversification and it follows, 
therefore, that those established institutions which were 
aimed at the poor will suffer as the poor grow wealthy. The 
many kinds of different competition, accordingly, made their 
effects felt on the mutual savings banks. 
Savings Departments of Commercial Banks 
General Characteristics 
On the whole, commercial banks did not actively solicit 
savings accounts until about 1920. The convenience of tran-
sacting all their banking business, i.e., savings and check-
ing accounts, in one place did attract some individuals des-
pite the low interest rate paid by these banks on savings 
accounts. 
It v.ould be well to bear in mind that the difference 
between a savings depositor in a commercial bank and a 
depositor in a mutual savings bank stems from the structural 
difference of the two organizations. As The American Banker 
of November 7, 1952 points out: 
"A commercial bank is a stock corporation, the net 
earnings of which are paid to or employed for the bene-
fit of the stockholders. The first concem of a sav-
ings bank management is to pay to the depositor the 
highest return that can reasonably be paid. The first 
concern of a commercial bank management is to pay to 
stockholders the highest return that can reasonably be 
paid and, accordingly, to pay to the time depositor the 
lowest return that can be paid as a matter of good 
business. The difference. --- is fundamental and 
should not be minimized." 
Depositors in the savings departrr.ents of commercial 
banks are on a different basis, therefore, from those in a 
61. 
mutual savings bank. The savings depositors in a commercial 
bank are subject to whatever influence competition may have 
on the action of the directors of the bank, whereas, in a 
mutual savings bank, the Massachusetts law requires the trus-
tees to give the depositors all that the institution earns 
after the payment of expenses, taxes, and a llo tmen t to the 
Guaranty Fund, The only business aim of a mutual savings bank 
62, 
is acquiring savings accounts and encouraging them to grow, while 
in a commercial bank, the saving aspect is a subsidiary aspect, 
Among the reasons why a commercial bank does not pay the 
same rate of interest as a savings bank are the following:64 
1) The commercial bank's main sources of income are from 
loans to business and other investments. These loans 
are usually of short duration since the bank of neces-
sity must have liquid assets and they are usually made 
at a lower rate of interest than those made by a sav-
ings bank, 
On the other hand, a savings bank derives most 
of its income from long-term investments or mortgages, 
thus enabling the bank to net a much larger return 
than a commercial one, 
2) There are many factors that a savings bank does 
not have to take into cons! deration which represent 
heavy expenses to a commercial bank, such as, divi-
dends to stockholders and the fact that the com-
mercial bank must maintain reserves on demand 
64. Statistics and data regarding the savirgs departments 
of commercial banks, unless otherwise stated, were 
gathered through personal interviews with many officials 
in both commercial and savings banks, as well as in the 
Trust Department of the Commissioner of Banks Office, 
Officials interviewed are listed in the bibliography. 
deposits as well as reserves on time deposits, 
as required by the authorities. A savings bank 
does not have to maintain any legal reserves, as 
such, 
3) The method of figuring interest on a depositor's 
account is vastly different in a commercial bank 
than in a savings bank, There is the matter of 
"free" balances, For example, in one of the 
largest national banks in Boston no interest is 
paid on an account (1) if the balance is less 
than il50 and (2) if there had been a withdrawal 
during the interest period. 
4) It is difficult to assess the profitability of a 
savings account in a commercial bank, Because the 
savings department is only one of the many depart-
ments in the commercial bank, it must bear its 
proportionate charge for floor space, light and 
power, machines, telephones, mailing deposits, 
checks, Fidelity insurance, pensions, fringe 
benefits, lunchnJom, etc. 
It should be no ted here that in a trust company in 
Massachusetts the savings department is practically on the 
same basis in regard to investments and segregation of 
accounts as a mutual savings bank but the matter of con-
sidering the cost of the account is still a factor, 
63, 
Mortgage Activity 
Commercial banks began to Show more of an interest in 
their savings departments especially when the McFadden Act 
of 1927, which was an amendment of the Federal Reserve Act 
of 1913, acted as an opening wedge for commercial banks to 
enter the mortgage loan field more easily. The act per-
m! tted national banks to lend on five-year first mortgages 
up to 2 5% of their cap! tal and surplus or 50% of their sav-
ings deposits, whichever was the larger.65 
Since the commercial banks had an increase in t !me 
deposits between 1920 and 1930, and with the encouragement 
of the McFadden Act, there was a rapid increase in mortgage 
lending by these banks. By the Federal Government Banking 
Act of 1935, the competitive situation was potentially 
intensified since this act eased restrictions on mortgage 
lending by commercial banks in allowing loans up to 50% 
of the capital and surplus as well as relaxing the require-
ments as tD location of property and the percentage of the 
appraisal that might be lent. Chart 2 shows the ratio of 
savings invested in mortgages by both the commercial banks 
and the mutual savings banks in the period 1940-1956. 
Commercial banks lay themselves open to criticism for 
too active participation in the mortgage lending business 
for two reasons: 
65. Ray B. Westerfield, Money, Credit and Banking. 
Ronald Press Co., New York, 1938. p. 588. 
64. 
CHART 2 
Ratio of Savings Invested in Mortgages 
in Commercial Banks and 
Mutual Savings Banks 
1940, 1945, 1950, 1956 
Comrre rcial Banks 
Savings 
( 100%) 
1) Because of their short-term liquidity, they might 
better offset their demand liabilities by confining 
themselves to short-term loans to colllllierce, in-
dustry and agriculture. Short-term loans are 
better than mortgages for this purpose. 
2) There are advantages to be 3ained from the specializa-
tion of banking fUnctions rather than increasing the 
departmentalization of banks. It seems more desirable 
that the mortgage field should be retained by ins ti tu-
tions, such as, savings banks, which have less need for 
rediscounting because of the nature of their deposits. 
It is the opinion of bank officials that the mortgage 
field, primarily, is the province of the savings banks 
in spite of the fact that liquidity has been greatly 
increased in collllliercial banks in recent years through 
tl"E following: 1) the Federal National Mortgage 
Association, 2) the open-market operations of the 
Federal Reserve in buying government bonds, 3) loans 
insured (F.H.A.) or guaranteed (G.I.) by the U.S. 
Government or its agents. 
The above viewpoint is borne out by the following opinions: 
1) "Students of banking have generally agreed that com-
mercial banks should avoid mortgage investJrents and 
other long-term, non-liquid commitments. Practices 
in other countries, notably, Great Britain and Canada, 
which have been noteworthy for the soundness of their 
banking structures, confirm this opinion. rr66 
2) "Liberalization of rediscount privileges at the Federal 
Reserve Bank may be a gods end at some time but there 
is no reason to feel that it is healthy to be heavily 
committed to real estate mortgage loans which may turn 
into the real estate itself. 11 67 
66. Morton Bodfish and A.D. Theobald, Savings and Loan 
Principles. Prentice-Hall, Inc., New York, 1938, p, 20, 
67. J. Wilkinson, Investment Policies of Commercial Banks. 
Harper and Brothers, New York, 1938: 
66. 
Growth of Savings Departments in Commercial Banks 
In comparison with mutual savings banks, the dollar volume 
of savings in the commercial banks star ted to outs trip the 
mutuals as far back as 1910,68 (See Table 3) But attention 
must be directed to the .fact that even though commercial banks 
started to accept savings deposits later than mutual savings 
banks, they have operated in all parts of the country, whereas 
the mutual savings banks were confined geographically to only 
seventeen states, 
Commercial banks showed an appreciable rise in their sav-
ings departments by jumping from $5,8 billion in 1915 to ~11.2 
billion in 1920 to $19,0 billion in 1930, Which was more than 
double the volume of the mutua.ls. After falling to a low of 
$11,0 billion in 1933, they were almost down to the level of 
the savings banks during the depression. During World War II, 
the gap again widened with commercial banks rising but not as 
sharply as previously, 
It is interesting to compare on the national scale the 
progress of the volume of savings deposits of commercial banks 
with that of mutual savings banks from 1910, On the whole, an 
overall steadier growth has been shown by mutual savings banks 
as can be seen from Chart 3, The fact that they have experienced 
no acute regressions, regardless of periods of crisis or depres-
sion, has contributed to the stability which the mutual savings 
banks have shown through the years in their growth. 
68, See Table 3, 
67. 
Savings 
Source: 
To many people, the mutual savings banks have stood as 
the symbol of financial institutions which assure safety. 
This remarkable stability can be attributed to the fact that 
they receive only time deposits and are subject to rigid 
restrictions. 
Commercial banks are69 particularly interested in sav-
ings accounts now but the question arises whether they will 
continue tD show interest if there should be a change in 
market conditions, 
Changed Attitude of Commercial Banks 
Commercial banks had traditionally found their big 
profits in short-tenn loans and consequently did not par-
ticularly stress their time deposits. Since long-term 
money is now profitable, savings accounts are looked upon 
with favor, In fact, the whole attitude of commercial banks 
towards savings accounts has undergone a complete change. 
Savings accounts are being sought and the savings depositor 
is being solicited, 
There has been a decided increase in the interest rate 
paid on savings accounts, the rate, in general, having more 
than doubled within the last year, In many conunercial banks 
in Boston and surrounding suburbs as late as November, 1956, 
the rate paid on savings accounts was 1%. On December 1, 
1956, the rate was announced with much fanfare as 2!%. 
69, Frederick Mueller, Money and Banking. McGraw-Hill 
Book Co., New York, 1951. p, 356. 
69, 
70 In a survey made by some Pennsylvania banks, it was 
found that in 1946 less than 10% of the commercial banks in 
Pennsylvania were paying more than 1% interest on savings 
accounts. By 1951, only 1Q5% were paying more than 1%. 
But in 1956, 59,7% of the commercial banks in the state 
were paying between 1*% - 2!%. The marked increase in 
interest rates paid by commercial banks is highlighted by 
the fact that within one year, from June 1955 to June 1956, 
the number of banks paying 2% on savings accounts increased 
by 100%. This rapid increase contrasts sharply with the 
gradual shift toward higher rates in the decade since the 
end of World War II. 
The differential which existed between savings bank 
rates and those paid by commercial banks on savings accounts 
has thus been narrowed, However, savings banks are in a 
better position basically to pay higher dividends than a 
commercial bank and savings bank effie :Ia ls feel they always 
will pay more. 
Extensive advertising campaigns, by the commercial banks, 
aimed at the saver, have made their appearance recently. 
Savings or thrift are mentioned most often for emphasis in 
the ads, thus giving an indication of the new approach by 
commercial banks to their savings departments, 
As suburban branches are being opened by the commercial 
banks to serve new neighborhoods, the availability of a 
70, Ba~, August 1956. p. 99. 
70, 
savings department in the branch is an added service to the 
people. Because of the great expansion of consuroor credit, 
commercial banks have gained thousands of new customers for 
loans. These individuals, in turn, become potential sav-
ings depositors at the bank vlhe re they have been doing bu:~i­
ness. They are being so recognized and treated by the banks. 
Popular response to the supermarket idea of concentra-
ting shopping activities in one place has sparked the idea 
of having all banking needs taken care of in one place. 
For this reason, commercial banks have been popularizing the 
11 one-stop banking" idea and consequently have shown increased 
in~erest in their savings departments as an important feature 
in the development of this idea. 
It must be recognized that the savings department of a 
commercial bank holds a special appeal for certain people. 
These are the people who feel that there is an advantage to 
be gained by having a savings account in a commercial bank 
since it helps establish a credit record for them at the 
commercial bank in the event thatthey might want to make 
use of the borrowing facilities of the bank. They feel that 
they are regarded as established customers of the bank. 
Another reason for the special appeal of the savings 
department in a commercial bank for some individuals is the 
fact that funds can be transferred easily from a savings 
account to a checking account. In the case of those who 
cannot go to the bank regularly or who travel a great deal, 
it provides them with the opportunity of keeping excess 
71. 
funds in an interest-bearing account which is handily 
available for drawing checks, 
The trend of commercial banks to seek ways and means 
of increasing their savings deposits at the present time 
definitely applies to Massachusetts. In fact, it does so 
in a most decided manner, inasmuch as the time deposits in 
commercial banks in this state have declined from a high 
of $799,2 million in 1947 to ~680,7 million in 1956. 
Table 4 gives the record of deposits from 1943 - 1956, 
Efforts are now directed at offsetting the decline before 
real increases can be realized, 
TABLE 4 
Amount of Savings Deposits in Commercial Banks 
in Massachusetts, 1943 - 1956 
(in millions of dollars) 
Year Deposits 
1943 $484.5 
1944 592.9 
1945 728.4 
1946 785,2 
1947 799.2 
1948 772.2 
1949 753.6 
1950 730.2 
1951 723.5 
1952 714.4 
1953 688.2 
1954 715.9 
1955 709.9 
1956 680.7 
Source: Board of Governors, Federal Reserve System, 
Research and Statistical Department 
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Summary 
Commercial banks, which at one time showed little 
interest in the small saver, are actively engaged in at-
tracting these individuals now to their savings depart-
ments. In Massachusetts, there are still seven commercial 
banks which have no savings departments, but the number of 
these is dwindling here and elsewhere. 
Possessing the advantage of being able to offer all 
types of service for nearly all financial needs and stress-
ing this point most strenuously, commercial banks are in 
the field to capture as many savings dollars as possible. 
Savings and Loan Associa tiona 
The most serious direct competition for mutual savings 
banks in Massachusetts has come from the federal savings 
and loan associations. Their development was due to the 
conaitions which prevailed in the banking world about 20 
years ago after the collapse of so many banks in the Great 
Depression of the 1930 1 s. 
The many bank failures had spread dis trust of banks 
among the people. The large number of mortgage and loan 
companies which collapsed left a void in that field. In 
fact, many communities were left without any banking 
facilities. The government was concerned about the small 
saver. 
There was no particular help from the commercial 
banks nor the mutual savings banks. Savings banks were 
73. 
were reluctant to expand because they felt that such a move 
at that time would dissipate their reserves and they did 
not want to have a low ratio of reserves. Existing banks 
were unable to provide for the large-scale, low-rate, long-
term, small-down payment housing which was a great need,71 
The answer came in the creation of the federal savings 
and loan associations which were authorized to operate as 
part of the Federal Home Loan Bank system under the Home 
Loan Bank Board, The associations began operations in 
Massachusetts in 1936, A substantial number of what were, 
in the early thirties, state-chartered co-operative institu-
tions converted to federal-chartered operation to render a 
broader and more flexible service to savers, 
Federal Home Loan Bank 
A brief history of the background and detailed explana-
tion of the functioning of the Federal Home Loan Banks will 
serve to clarify the position of the savings and loan associa-
tions. 
In 1831, in Frankford, Pennsylvania, a suburb of 
Philadelphia, thirty-seven townspeople decided to band to-
gether as the Oxford Provident Building Association so that 
they might be enabled to own their own homes by subscribing 
to a savings fUnd, This original American building and 
71. Clarence G. McDavitt, Jr., former President of Massa-
chusests Bankers Association in an address, "How to 
Achieve Commercial-Mutual Understanding" -- reported in 
Banking, Vol, XLVIII, No, 11, March 1955, p, 122. 
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loan association made its first loan on April 11, 1831 
to the village lamplighter, a poor man named Comly Rich. 
This loan was the first instalment repayment home mort-
gage loan and, in fact, can be regarded as the first tran-
saction of instalment credit type in the country. 72 
The Oxford Association was dissolved after the original 
thirty-seven members had procured homes. This action was 
typical of building and loan associations of the early days. 73 
In the evolution of these associations there has been a 
tendency to place greater emphasis on the savings angle, as 
is attested by the changes made in the general title through 
the years. First known con:u:nonly as "Building and Loan 
Associa tiona", then, "Savings ani Loan Associa tiona 11 , the 
shorter "Savings Association" is becoming more evident. 74 
After the first World War in 1919, the shortage of 
urban housing and the shortage of long-term mortgage credit 
for home financing, due to the expanding demand for credit 
in industry, commerce and business, started to focus at-
tention on the need for some sort of nation-wide legislation 
to take care of the situation. Bills submitted in Congress 
along this line did not receive the necessary support, how-
ever, as the post-war adjustments brought intermittent 
periods of prosperity. 
72. Data and quotations on Federal Home Loan Bank used in 
this chapter, unless otherwise stated, obtained from 
Federal Home Loan Bank System. pp. 8, 23, 54, 62. 
73. Morton Bodfish and A.D. Theobald, Savings and Loan 
Principles, Prentice-Hall, Inc., New Yoik, 1938. pp. 36-39. 
74. Erwin W. Boehmler, Financial Institutions, Richard D. 
Irwin, Inc., Chicago, Ill., 1951. p. 340. 
75. 
When the business cycle in the early 1930's was on its 
acute downward trend, the time was ripe for the promulgation 
of such legislation as would bring relief to d1 stressed 
people and areas in the country. The condition and attitude 
of the banking world at the time has been described at the 
beginning of this chapter. Although introduced as an anti-
depression factor in the home building field, the enactment 
of the Home Loan Bank System was proposed w1 th permanent 
features to carry it fb rward. On July 22, 1932, the Home 
Loan Bank Act became law with substantial improvements in 
the Act made in 1935 and 1950. 
The Federal Home Loan Bank System is supervised by the 
Home Loan Bank Board, a constituent unit of the Housing and 
Home Finance Agency of the Federal Government. It functions 
through eleven Federal Home Loan Bank districts into which 
the country is divided. Originally, there were twelve dis-
tricts. New England comprises District No. 1, where the 
Federal Home Loan Bank of Boston serves as the agent.75 
The Federal Home Loan Banks do not deal directly with 
the public, but rather provide "reserve banking facilities 
for more than 4000 member home financing institutions, 
chiefly savings and loan associations." 
The double duty imposed upon the Federal Home Loan Banks 
from the beginning was first, "to provide additional liquidity 
75. The First 2 0 Years, Published by Federal Home Loan Bank 
of Boston. 1952 Annual Statement. p. 2. 
76. 
to the home financing institutions of its membership when 
unusual demands occur," and secondly, "to meet the recur-
ring needs of members for more lendable funds than the im-
mediate inflow of savings can supply. 11 
The Federal Home Loan Banks obtain funds from three 
sources: stock in ~100 shares is issued to members; 
deposits are taken from members; chiefly, their own con-
solidated obligations of the eleven banks are issued and 
sold. Each Federal Home Loan Bank is a corporation. 
Difference between Mutual Savings Banks and Federal 
Savings ani :rpan Associations 
Savings bankers define the federal associations as 
co-operative banks with enlarged powers. !<'rom the point of 
view of assets, they are similar to co-operative banks. 
They offer two types of accounts: Investment Share Accounts 
and Savings Share Accounts. The Massachusetts Association 
is following the practice of co-operative banks and is re-
purchasing all shares on demand. The average savings 
depositor, therefore, considers his transactions as deposits 
and withdrawals and so he sees no difference between a federal 
savings and loan association and a mutual savings bank. 
Technically, the main point of difference between the 
federal savings and loan association and the mutual savings 
bank is in the matter of reserves. The federals do not have 
as large reserves as the mutuals. Since they have the right 
to loan 100% of their deposits, they do not have a high degree 
77. 
of liquidity. Their actual liquidity is about l0%76 but 
their potential liquidity lies in their membership in the 
Federal Home Loan Bank. This latter fact also enables 
them to pay higher dividends than the savings banks due to 
the pyramiding of their funds. They can borrow from the 
Federal Home Loan Bank on their mortgages to obtain funds 
for more mortgage lending. 
Savings bankers feel there is no substitute for a bank 
having its own cash and government bond portfolio for 
liquidity purposes. Federal savings and loan association 
officials feel that the Federal Home Loan Bank credit reser-
voir reduces tbe necessity of maintaining too much money in 
cash and low-yield government bonds. 
Since the federal savings and loan associations have 
been in existence only twenty years, they have not stood 
the test of time as have the mutual savings banks with their 
history of one hundred forty years of service, weathering 
depressions md all manner of economic strains. The stability 
ofthe federals in difficult economic periods is still to be 
tested. Also the fact that they cannot use the word "Bank" 
in their name is another point. In "good times", nobody 
cares if the word "Bank" is not used, but in times of panic, 
it remains to be seen. 
76. Information supplied by Federal Savings League of 
New England. 
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Growth of Savings and Loan Associations 
The growth of these associations has been such that by 
1949 they were gaining more in savings accounts by the year 
than both the commercial banks and the mutual savings banks, 
exceeding both of the others in that year by ~.3 billion gain. 
The savings capital rose from i4,13l million in 1936 in all 
savings an:i loan associations to $37,900 in 1956 while, in 
the same period, savings deposits in mutual savings banks 
rose from $10,056 million to ~30,000 million. 77 It must 
be borne in mind that these figures cover savings and loan 
associations in the for~-eight states while mutual savings 
banks operate in only seventeen states. 
On the state level, as well, federal savings and loan 
associations have outstripped the mutuals in rate of growth. 
In Massachusetts, savings deposits in federal savings and 
loan associations rose from ~59.7 million to $558.0 million 
in the 19-year period from 1937 to 1956, representing a per-
centage increase of 834%. In the mutual savings banks, 
deposits rose from ~2,142.9 million to ~4,700.6 million, 
accounting for a 119% increase for the same period. Table 5 
gives a comparative statement of savings deposits and yearly 
percent of increase in both types of institutions in 
Massachusetts for 1936-1956. 
77. See Table 3. 
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TABLE 5 
Comparative Statement of Savings Deposits and Percent of 
Yearly Increases in Federal Savings and Loan Associations 
and Mutual Savings Banks of Massachusetts 
Federal Savings 
Share 
Year Capital 
1936 %; 1.8 
1937 59.7 
1938 63,9 
1939 72.8 
1940 84.3 
1941 100.1 
1942 105.9 
1943 117.2 
1944 132,4 
1945 151.5 
1946 170,9 
1947 189.7 
1948 206,5 
1949 231.6 
1950 250,8 
1951 270.6 
1952 308,3 
1953 378,3 
1954 1!44 .2 
1955 507,9 
1956 558.0 
{<Decrease 
1936 - 1956 
ani Loan 
Percent of 
Increase 
(in millions 
of dollars) 
-- % 
7.1 
13,8 
15,8 
18,7 
5,6 
10,7 
13,0 
14,3 
12,8 
11,2 
8,9 
10.1 
9,5 
7,3 
8,1 
14.3 
14.8 
12.5 
9,0 
Mutual Savings Banks 
Percent of 
Deposits 
$2,116.5 
2,142,9 
2,123.3 
2,136.9 
2,138.3 
2,138.2 
2,145,5 
2,293,8 
2,511,3 
2,800,2 
3,049,2 
3,140.2 
3,185,1 
3,220.2 
3,284.6 
3,365.8 
3,556.2 
3,795,9 
4,072.9 
4,404,7 
4,700.6 
1.86% 
1.25 
.91" 
.64 
,06 
,001{< 
.336 
6,91 
9.48 
11.50 
8,89 
2,98 
1.43 
1.10 
2,00 
2,47 
5.66 
6,32 
7,30 
8,14 
6,72 
Source: .Federal Home Loan Bank of Boston; Annual Reports 
of Commissioner of Banks, Massachusetts. 
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Reasons for Growth 
The reasons for the impressive growth of the savings 
and loan associations, as cited above, have been given by 
J, Howard Edgerton, President of the United States Savings 
and Loan League, aa:78 
1) A most aggressive advertising program was instituted, 
Advertising techniques which had a fresh appeal to 
the public were used, On the average, 2.7% of the 
gross income of federal savings and loan associations 
is used for advertising and some spend as high as 
4%, while the commercial and savings banks spend 
only about 1% on advertia ing. 
2) Most modern buildings with definite eye appeal 
attractively house the associations. 
3) Personnel training, keyed to public demands accord-
ing to modern public rela tiona techniques, has proved 
most valuable. 
4) The rate differential between the federal associa tiona 
and tbe mutual banks has attracted many savers, 
5) The federal savings and loan asaocia tiona were not 
hampered by conservative precedents; they adopted 
modern means to meet modern demands, 
The extent to which the advertising campaigns aChieved 
their purpose is illustrated by the following results of a 
study conducted for that purpose: 
78. J. Howard Edgerton, President of United States Savings 
and Loan League, in an address to National Association 
of Mutual Savings Banks, Washington, D.c., May 18, 1955, 
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What Savers Think About 
Savings and Loan Associations79 
I. Extent to which savers remember seeing and hearing 
Savings and Loan Advertising: 
Newspaper advertising: Savings and Loan Savers 70% 
Bank savers 59% 
Radio advertising: Savings and Loan Savers 51% 
Bank savers 39% 
Direct Mail Advertising: Savings and Loan Savers 56% 
Bank savers 39% 
II. Features of Savings and Loan Advertising remembered: 
Broad general langmge of higher earnings 
Actual rate of dividend specified 
Something about loans 
Insured, protected 
Phrases from ad, wording of 
Financial statement 
III. What Savers know about insurance of accounts: 
Think all insured 
Think Sciiiie insured 
Think none insured 
No knoWledge 
Savings and Loan 
Savers 
Bank 
Savers 
The savings and loan associations had a p:irticular 
appeal to many individuals because saving through these 
associations made depositing become a duty in connection 
with a regular plan to be observed. The individual who 
felt that he was not strong-willed enough to make voluntary 
savings found in the savings and loan associations an answer 
79. Prepared by United States Savings and Loan League. 
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to his problem in that he was thereby commit ted to a system-
atic method of saving. 
An important factor to be taken into consideration with 
regard to the growth of savings and loan associa tiona is the 
high rate of return which these associations have paid to 
savers. The fact that over a long period, the earnings on 
savings and loan accounts have tended to be higher than on 
comparable types of savings media has had its share in at-
tracting savers to these institutions.80 Table 6 will serve 
to point out the comparative differences in the average 
annual yield on savings deposits in mutual savings banks, 
commercial banks, and savings and loan associations from 
1936 through 1955. 
80. Savings and Loan Fact Book, Published by United States 
Savings and Loan League, 1956. p. 52. 
83. 
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TABLE 6 
Average Annual Yields on Selected Investments 
Savings Savings Deposits Savings Deposits 
and Loans in in 
Year Dividends Commercial Banks Mutual Savings Banks 
1936 3.2% 2.0% 2.5% 
1937 3,5 1.8 2,4 
1938 3,5 1.7 2,3 
1939 3.4 1,6 2,2 
1940 3.3 1.3 2,0 
1941 3.1 1.3 1.9 
1942 3,0 1.1 1.9 
1943 2.9 0.9 1.9 
1944 2,8 0,9 1.8 
1945 2,5 0,8 1,7 
1946 2.4 0,8 1.7 
1947 2,3 0.9 1.7 
1948 2,3 0,9 1,8 
1949 2,3 0,9 1,9 
1950 2.4 0,9 2,0 
1951 2.7 1.1 2,1 
1952 2.8 1,1 2.4 
1953 2.9 1.1 2.5 
1954 2,9 1.3 2,6 
1955 3,0 1.4 2,7 
Source: United States Savings and Loan League. 
Recent Status81 
Aggressive policies and no active competition against 
them at the start thus accounted for the spectacular growth 
which the federal savings and loan associations experienced. 
Their officials feel, however, that their rate of growth 
will begin to show a decline because of many factors, such 
as: 
1) Many favorable laws have been extended to other 
types of institutions. 
2) More competition exists now, as fbund in the ex-
panding programs of savings banks, the extension 
of pension plans, stock exchange purchases by 
small investors, the growth of mutual funds. 
The opinion of the officials of the savings and loan 
associations seems to be borne out by the statistics of 
the Massachusetts associations shown in Table 5 which 
indicate a reversal in the trend of annual rate of increase 
in share capital, the increase falling from 14.8% in 1954 
to 12.5% in 1955 to 9.0 in 1956. The special significance 
of these figures lies in the fact that the drop of 3.5% 
from 1955 to 1956 represents the largest decrease in any one 
year, with the exception of the drop from 1941 to 1942 which 
was a war year. It is worthy of note that the mutual savings 
banks have started to show a steady yearly increase for the 
past seven years, excepting the last year. 
81. From a personal interview with Carter K. Ruggles, 
Executive Vice-President of Federal Savings League, Inc., 
of New England, Boston. 
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A local statistical study, the results of which are 
shown below, was recently made by the Mutual Savings Cen-
tral Fund. It bears out further the fact that there is a 
declining trend in the rate of growth in federal savings 
and loan associations. 
Comparative Statistics Prepared £l Mutual Savings Central Fund 
.2E: Rate of Growth of Federal Savings and Loan Association 
and Mutual Savings Banks for 1956 
For the period December 31, 1955 - December 31, 1956: 
1) 300 of the largest Federal Savings and Loan Associations 
in the country showed a growth in savings = 16.4% 
2) Out of these 300, six are in Massachusetts. 
The total savings deposits of the 6 in Massachusetts 
grew from 
~261,065,000 to 277,802,000 = 16,7371 000 or 6.4% 
3) Comparison between group of 28 savings banks in 
Massachusetts located where direct competition is 
given to them by group of 6 largest federal savings 
and loan associations in Massachusetts: 
6 Federals 28 Savings Banks 
Worcester Federal Banks in 
5 First Federal in Boston 
Boston Federal 
Home Owners Federal Boston 
Waltham Federal 
Brookline Federal 
All Savings 
Worcester 
All Savings 
Boston 
Waltham 
Brookline 
Banks in 
21 
1 
1 
The total savings deposits of the 28 savings banks 
grew from 
1,758,402,000 
1,654,858,000 
103,544,000 or 
86. 
4) Comparison of rate of growth between both types of 
institutions within a city: 
a) Waltham Federal 
Waltham Savings 
b) Brookline Federal 
Brookline Savings 
6.1% 
7.9% 
4.6% 
11.5% 
c) Out of the 6 Federals in Massachus etta 
3 Federals in Boston 1.2% 
21 Savings Banks in Boston 6.4% 
5) The only exception to the above trend was shown in 
Worcester: 
Worcester Federal 12.7% 
5 Savings Banks in Worcester 4.8% 
The exceptionally high percentage shown by the Worcester 
Federal is probably accounted for by the facttha.t the 
Worcester Federal has a very large branch in Springfield. 
Source: Prepared by Wm. R. Spaulding, Assistant Executive 
Vice-President, Mutual Savings Central Fund, Inc. 
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SUllllllary 
On the whole,. it can be said that the spectacular 
growth of savings and loan associations has been due in 
no small measure, first, to the high-geared advertising 
techniques used by the associations to promote their 
growth, secondly, to the higher rate of return which 
these associations have paid to savers, and thirdly, to 
the systematic method of contrac tural savings .which ap-
pealed to many as a helpful force in establishing the 
thrift habit for them. There seems to be small room for 
doubt that the savings and loan associations with their 
intense activity have served to awaken other savings in-
stitutions to adopt more modern techniques. In fact, 
they are the most direct competitors of the mutual savings 
banks for the savings dollar. 
Life Insurance 
Although not conventional savings agencies, life in-
surance companies must be included, if not as direct com-
petitors, certainly as agencies which present competition 
to mutual savings banks because of the large number of 
policy holders who regard their insurance as a form of 
savings. 
Life insurance can trace its beginnings to a plan 
originated in England by the Rev. William Anhote of 
Middleton, in Lancashire, for th:l benefit of the widows 
of clergymen and others. In 1698 the plsn was operating 
88. 
as "Mercer's Company." The first general office for this 
kind of security was founded by royal charter in 1706, It 
was not until 1762 that "The Equitable Society" was formed 
which issued policies in fixed amounts and required premiums 
to be graded according to age. In this country, the first 
life insurance company to be established was the Hospital 
Life Insurance Company of Boston which started operations 
in 1825 but it was not until after 1900 that life insurance 
began to be a factor in the savings moverrent,82 
The development of level-premium whole life insurance 
has had an important bearing on the nature of the insurance 
business. Because premiums during early years are larger 
89, 
than needed, the accumulation of this excess, called "reserves 11 , 
means that insurance companies have large sums to invest. The 
total of reserves, plus dividends unpaid, less loans on poll-
cies, represents the extent of savings accomplished, The ac-
cumulation of reserves, this saving ahead, makes life insur-
ance companies such important financial institutions from 
the standpoint of capital f'ormation. 83 By 1920, legal 
reserves of life insurance companies began to exceed deposits 
in mutual savings banks.84 
82. 
83. 
84. 
Charles B. Norton, Life Insurance, Its Nature, Origin 
and Progress, Irving Book Store, New York. 1852. pp. 7-9. 
Erwin W.~ler, Financial Institutions, Richard D. 
Irwin, Inc., Chicago, Ill., 1951. p. 353. 
See Table 3. 
Comparison with Savings Accounts 
Life insurance contracts are a form of' savings dis tinct 
from the deposit accounts in banks and from the share ac-
counts of' savings and loan associations. Life insurance 
represents a contractual f'onn of' savings while savings ac-
counts are voluntary savings, Withdrawals cannot be made 
in the same manner as from deposit accounts, A policy 
holder may borrow against the cash surrender value of' his 
policy, He must wait, however, until sufficient time has 
elapsed for the cash surrender value to become effective 
and he cannot expect to receive the same amount as he paid 
in. Savings, as such, in a life insurance tend to be 
frozen as againsttne more liquid savings placed in a savings 
bank, 85 
Growth of' Life Insurance Companies 
On the whole, a steady growth has been characteristic. 
of' life insurance reserves with no great changes in the an-
nual growth ratio, regardless of' the general economic condi-
tions, Even during the years of' the depression, when all 
other savings institutions suffered declines, life insurance 
reserves kept growing although at a slower rate of' growth 
than in the previous years. 
The amount of' ordinary life insurance in force has al-
most tripled in the past fifteen years, By the end of 1956, 
85, Charles B. Norton, Life Insurance, Its Nature, Origin 
and Progress, Irving Book Store, New York, 1852. p. 87, 
90, 
106 million policy holders, representing 63% of the total 
United States population, held more than 261 million life 
insurance policies. A survey conducted by the Survey 
Research Center of the University of Michigan revealed 
that 86% of all American£amilies had some life insurance.86 
Insurance companies have shown a great facility in 
adapting to the changing pattern of living and needs of 
business. Group pension plans and group annuity plans have 
done much to expand the growth of insurance. 
The annuity contract, although not life insurance as 
such, exemplifies the savings feature of life insurance. 
Table 7 shows the growth of annuities in force in United 
States life insurance companies during the past twenty 
years. The group annuities have had an exceptionally fast 
growth, jumping from $65 million in 1935 to *1203 million 
in 1955. 
TABlE 7 
Annuities in Force in United States Life Insurance Companies 
1935 - 1955 
(millions of dollars) 
~ Individual Annuities GrouE Annuities 
No. Amount Certificates Amount 
1935 710 $375 230 $ 65 
1940 940 475 640 135 
1945 1080 528 1213 273 
1950 1235 585 2210 593 
1955 1252 610 3473 1203 
Sources: Spectator Year Book and Institute of Life Insurance. 
Life Insurance Fact Book, 1956, p. 30. 
86. Life Insurance Fact Book, Institute of Life Insurance, 
New York, 1957. p. 14. 
91. 
The advertising techniques of life insurance companies 
have been potent factors in their success. The companies 
have made their appeal to the public by aiming their ex-
tensive advertising campaigns directly at two of the out-
standing economic fears of people, namely, that of pro-
viding for the care of one's family in case of death and 
providing for the years of retirement. 
The new philosophy of social securiV,r and corporate 
pension plans have tended to reduce the fear of insecurity 
upon retirement. Yetthe growth of life insurance has been 
aided, some assert, because people are the more conscious 
of the security factors in saving. 87 
Personal health advertising by the insurance companies 
has provided useful health information to the public while 
making individuals conscious of life insurance company ser-
vices. Career studies as a means of financing children's 
careers promote insurance sales. 
In addition to the foregoing, the plan of selling in-
surance through the personal contact of agents is an import-
ant factor. Intensive training courses are given by in-
surance companies to perfect the salesmanship of their 
agents. The effectiveness of these methods can be seen 
in the contrast displayed by the slow development of sav-
ings bank life insurance which is sold only over-the-
counter. (This will be discussed later). 
87. James s. Duesenberry, Inoo~, Saving, and the Theory 
of Consumer Behavior, Harvard UniversiV,r Press, 
Cambridge, 1949. p. 67. 
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Life insurance has a special appeal for many people 
as a form of savings because they look upon the contractual 
form ot: savings as more desirable for them than the volun-
tary plan, For them a life insurance contract exerts a 
more effective control on their impulse to spend than a 
savings account would. Huebner calls it the semi-compulsory 
effect of life insurance.88 
As long as life insurance companies are actively en-
gaged in adapting to the changing needs of the public, they 
will continue to be a strong factor in the savings field. 
United States Savings Bonds 
The sale of United States Savings Bonds to the public 
by the Treasury Department during the national emergency in 
World War II assumed such proportions and developed into 
such a widespread program that United States Savings Bonds 
must be viewed as competition for the mutual savings banks. 
The impact which the sale of these bonds made on the sav-
ing habits of the people was most significant. 
Bond Drives 
Following Pearl Harbor, the Treasury Department promoted 
some highly effective thrift drives during World War II to 
urge the people to buy bonds as a patriotic duty, not only 
to help finance the war effort but to help fight inflation 
for the economic health of the country. Through a complete 
88. S, S. Huebner, The Economics of Life Insurance, 
D. Appleton-Century Company, New York, 1944, p, 155. 
93. 
mobilization of facilities in every community, using in-
dustry, banks, schools, private and public agencies to 
serve as agents in a mighty sales organization, these 
drives succeeded in making people bond-conscious. 
These drives had another important result. They made 
the people saving-conscious, i.e., in cases where indivi-
duals had never before been so minded. On a national scale, 
the results of the bond drives within three years were so 
effective that the amount of money being saved through bond 
purchases within one year was more than double the amount 
saved in the same year through mutual savings banks and 
savings and loan associations. In 1944 a total of ~40.4 
billions were absorbed in United States Savings Bonds as 
against ~39.4 billions saved in both of the other two 
types of institutions mentioned. 89 
After the close ofthe war, there was a great slackening 
of the bond program but the impetus created by the war-time 
effort to sell United States Savings Bonds has carried over 
into the post-war period. The Treasury Department is still 
sponsoring the program. The payroll deduction system for 
the purchase of bonds, inaugurated during the war, is still 
in force. Many people prefer this type of saving, refer-
ring to it as "painless". 
89. See Table 3. 
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Bond-a-month Plan 
Banks are still co-operating in the sale of bonds, 
especially through the Bond-a-month Plan. Commercial 
banks are actively promoting the Bond-a-month Plan, where-
by the depositor authorizes his bank to charge his account 
for a fixed amount each month and the bond is mailed to him. 
The Bond-a-month Plan, with the extensive publicity 
given to it by the banks, is a distinct sales contribution 
to the Treasury Department bond program. Many other agencies, 
such as radio and television stations are also still con-
tributing their services by giving free advertising to the 
bond program. The emphasis to the public in all the adver-
tising is on the savings feature. But the agencies which 
are co-operating with the Treasury Department in the sale 
of bonds s ti 11 look upon their work in this field as a 
patriotic duty in that it forms a hedge against inflation. 
During the Korean War, efforts were made to stimulate 
bond sales but with not much success. Recently, renewed 
efforts have been made to raise sales, but the redemptl. on 
of E bonds which have reached their maturity have been so 
heavy that redemptions in bonds have exceeded sales. In 
the First Federal Reserve District, the sales of E and H 
bonds for the first seven months of this year were 
~119,712,000, while redemptions totalled $177,667,000 or 
148.4% of the sales. The same situation has prevailed in 
the United States, as a whole, where redemptions were 
95. 
122.3% of' sales f'or he same period. 90 
The popularity f' United States Savings Bonds as 
savings outlets was ided f'or many years by the attractive-
ness of' the return o the bond. The savings bond had a 
great advantage over the mutual savings bank in the days 
of' "easy" money and ow interest rates because the rate 
of' return on the bon s was better than the interest paid 
by the savings banks The 2.9% rate paid on maturity of' 
the bonds as against an average rate of' less than 2% in 
the 1940's by the sa ings banks 91 was a great inducems nt 
to purchasers of' bon s. 
However, since e have entered the period of' tight 
money and high inter st rates, the mutual savings banks 
in Massachusetts pal an average interest rate of' 2.98% 
during 1955. 92 Some New York mutuals are already paying 
3{~. To meet this p esent situation, the Senate Finance 
Committee voted on A ril 10, 1957 to raise the interest 
rate on United State Savings Bonds purchased since 
February 1 of' this y ar to 3~. 93 
Another factor hich inf'luenced many people to prefer 
savings bonds was th idea of' safety of' investment since 
the bonds were backe by the United States Government. 
90. Federal Reserve Bank, Research and Statistical Department. 
91. See Table 6. 
92. Annual Report o Commissioner of' Banks, Massachusetts, 
1955. 
93. Banking. American Bankers Association, May, 1957, 
p. 105. 
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This advantage enjoyed by savings bonds has been consider-
ably lessened now since the banks are covered by the Federal 
Deposit Insurance Corporation. 
The fact that United States Savings Bonds are sold in 
all banks and by post offices in those communities where 
there are no banks makes the purchase of these bonds easy 
and convenient, thus constituting another advantage which 
they enjoy as a savings medium over other savings institu-
tions. 
summary 
The savings bond program was carried out to an ex-
ceptionally high degree of success during the war years 
and the impetus gained, carried it on in the post-war 
period. Although the pace has considerably slackened, 
although the redemption of bonds runs high, nevertheless, 
the volume of money which is absorbed each year through 
the purchase of savings bonds definitely establishes the 
fact that these bonds constitute a form of savings and 
the dollars which are paid for the bonds might have found 
their way into savings bank accounts. 
Postal Savings System 
Competition was encountered by the mutual savings 
banks when the Postal Savings Sys~em was originated in 
1910 as a place to give small potential depositors, es-
pecially, immigrants who were at that time unfamiliar with 
banks but familiar with European postal depositories, a 
97. 
safe place to deposit ±.heir money, and to provide savings 
deposit facilities where adequate savings facilities did 
not exist or were not easily accessible. 
The sys tern is managed by the Postmaster General and 
a board of governors who, from the beginning, redeposited 
the funds of the Postal Savings in the commercial banking 
system. However, since 1931, this practice has been dis-
continued and the funds are invested in United States 
Bonds. 94 
A study of the records of the Postal Savings System 
shows that the largest expansion of the system which took 
place from 1925-193395 coincided with the large number of 
bank suspensions, reflecting the general distrust of banks 
at that time, among certain segments of the populace, oc-
casioned by the bank failures. Deposits rose from ~.1 
billion to *1.2 billion. However, that trend has been 
completely reversed by two factors: first, the return to 
stability in the general banking situation and secondly, 
the conditions which the Postal Savings were specifically 
designed to meet no longer exist. 
Annually for the past few years, the recommendation 
has been made by the American Bankers Association to the 
Senate Committee on Post Office and Civil Service that 
the Postal Savings System be abolished. There has been 
94. Frederick W. Mueller, Money and Banking. McGraw-Hill 
Book Co,, New York, 1951. p. 357. 
95. See Table 3. 
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a steady decline in deposits and number of accounts. 
Furthermore, in testimony before the committee, 
Arthur w. Sands, Chairman of the Committee on Federal 
Legislation, A.B.A., pointed out that the system no 
longer serves a useful purpose and that it is in direct 
competition with private industry; that it would be opera-
ting in the red if it were not for the profits made from 
trading in the government bond market. 
Credit Unions 
Another agency which must be considered from the view-
point of competition is the credit union. The credit union, 
as an institution, is one more financial plan imported from 
Europe. It can be traced to two plans 96 that originated 
about 1850 in Germany. The plans were named for their foun-
ders, Schulze--Delitzsch and Raiffeisen. 
The first system was evolved in 1848 by Herman Schulze, 
a judge in Delitzsch, Prussian Saxony. He was influenced by 
the cooperative principles then being taught in England and 
France. His ideas on thrift were adapted from the plan of 
the English friendly society. 
Shocked by the poverty of the people about him, Schulze 
organized his first society for the purpose of buying raw 
materials at wholesale and selling them to the members at 
. cost. His second society in 1850 was developed to raise 
96. Data from an article by Erdis w. Smith, Division of 
Programs and Reports, Bureau of Federal Credit Unions, 
in Social Security Bulletin, Vol. 18, No. 11, 
November 1955, p. 3. 
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capital for persons wno had no money or to give them credit 
without security. Loans were to be repaid with interest in 
small monthly installments. A few wealthy individuals had 
been interested to join the society and provide the original 
funds. It was in the third Schulze society, established in 
1853, that he introduced the idea of having the capital 
come from contributions of the members. 
At about the same time, Friedrich Raiffeisen, the mayor 
of a small town in Germany, was greatly disturbed because 
the people were suffering from usury practices. Being a 
reformer, he sought to improve the character as well as the 
economic status of the people. Accordingly, he arranged 
for the people "to pool their savings and lend to each other 
at low interest for good purposes, 1197 the most important 
security for the loan to be the borrower's character. The 
idea of the "people's banks", as the organizations were 
called, spread to Italy and other European countries. 
In 1900, Alphonse Desjardins, a Quebec legislative 
reporter, aroused by the exploitations of unscrupulous 
moneylenders in Canada, became interested in Raiffeisen 1 s 
work and organized the first credit union in No. America 
at Levis, Quebec. He helped establish the ~rst credit 
union in the United States at Manchester, New Hampshire 
in 1909 and was instrumental in helping to have the first 
United States credit union law passed in Massachusetts 
97. Credit Union Year Book, 1956. Credit Union National 
Association, Madison, Wisconsin. p. 10. 
100. 
during the same year. Practically all the states followed 
later with credit union laws. 
The major impetus given to the credit union movement 
in the United States came from Edward A, Filene, the Boston 
merchant and philanthropist, who first learned about credit 
unions on a trip to India in 1907 where a British agent, 
Gourlay, was successfully showing Indians how to provide 
themselves with low-cost credit. 
In 1954, Congress provided for the establishment of 
the Federal Credit Union System and credit unions could then 
be established under federal charters. Until about the 
1920 1 s, most of the credit union activity was concentrated 
in Massachusetts, New York and Rhode IsLand, Philanthropic 
agencies and interested individuals were responsible every-
where for promoting the movement. 
In the Federal Credit Union Act, 98 a credit union is 
described as follows: 
"A credit union is a co-operative association, 
organized for the two-fold purpose of promoting 
thrift among its members and creating a source of 
credl t for them at legitimate rates of lnteres t for 
provident purposes." 
In short, the credit union provides the means for a 
group of people with a common interest to benefit from the 
accumulation of funds t: rom member deposits • As the group 
relationship is based on a oommon employer, occupation, 
church, race, or domicile, the restriction of membership 
98, Acts of 1934, Chap, 2. 
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to such groups makes extension of credit easy and relatively 
safe. 
The simplicity of organizing99 a credit union has helped 
illli!Bnsely in the expansion of the movei!Bnt. Only a ~25 pay-
ment is required to rover the fee for acquiring a federal 
charter. There is no minimum capital requirement except for 
the ~5 shares of each of the seven members who file for 
original membership. State-chartered credit unions are 
organized on a similar basis but with slight variations 
regarding the charter. In Massachusetts, twenty or more 
residents must file the original petition, while the charge 
for the charter is only $5. 
The funds of the credit union become a revolving fund 
from which the borrowers make their loans at a low rate of 
interest because of low-cost operation. Other individuals 
are interested only in the returns on their deposits which 
are usually at a higher rate than regular banks can pay. 
Credit unions are in a position to pay higher divi-
dends than savings banks, commercial banks, or savings and 
loan associations because primarily they lend money on con-
sumer loans at higher rates than those on mortgage loans. 
Their low cost of operation is due to the fact that they 
can operate without formal quarters. The movement has such 
widespread support from leaders in industry that rent-free 
99. Information obtained in personal interviews at both 
Federal Credit Union Office, Boston, and Office of 
Commissioner of Banks, Massachusetts. 
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quarters and time off are usually provided for officers of 
the credit unions in plants and all sorts of employment. 
A survey once showed that 221 out of 367 state-
chartered credit unions reported no rent paid, while 94 
reported no salaries paid and 87 reported neither rent nor 
salaries paid. Another way in which occupational credit 
unions receive aid from management is in the practice of 
allowing payments on credit union loans to be made by means 
of payroll deductions.lOO 
Advantages of Credit Unions 
Credit unions in general, render several forms of ser-
vice which banks supply not at all or to only a limited 
degree. They serve a group of borrowers in need of very 
small loans, such as ~50 and less, vhich banks usually do 
not care to handle because of the unprofitabili ty of such 
loans. 
Greater leniency toward the borrower in case of in-
ability to meet the terms of the loan may be expected from 
a credit union rather than from a bank. In the matter of 
convenience, credit unions have an advantage; in particular, 
the occupational unions, which provide at the place of work 
the combined services of a savings bank and a loan agency. 
Credit unions also provide encouragement for savings more 
directly than do banks because of the close contact w1 thin 
100. Joseph L. Snider, Credit Unions in Massachusetts. 
Harvard University Press, Cambridge, Massachusetts, 
1939. pp. 25-26, 
103, 
101 the groups. 
Dr. Murray G. Lee, Secretary of the Economic Policy 
Commission, American Bankers Association, has said: 
"The best interests of all concerned would be 
better served if credit unions did not try to pro-
vide a broad savings medium in competition with 
savings institution. From the vantage point of 
the individual, the chief advantage of credit union 
share ownership is that it enables him to take ad-
vantage of lending service. Purchase of shares in 
a credit union is one way of ensuring success to 
credit but it is not much more • " 
However true the above may be, still it must be 
recognized that oftentimes a member's savings account 
continues to grow because of the many conveniences it has 
offered him and the high rate of return it has given him. 
Therefore, it is no longer regarded by the member as in-
surance for the future but a place for savings. In this 
respect, credit unions represent definite competition to 
other savings institutions. 
Growth of Credit Unions 
Credit unions on the national scale have shown a steady 
yearly growth from ~.1 billion deposits in 1936 to ~2.4 
billions in 1955. 102 In Massachusetts, the state chartered 
credit unions have shown a similar over-all steady growth 
from year to year, with the exception of the years 1946 and 
1947 in the post-war adjustment period when a decided 
decrease occurred. The growth of federal chartered credit 
101. Joseph L. Snider, Credit Unions in Massachusetts. 
Harvard University Press, Cambridge, Massachusetts, 
1939. p. 86. 
102. See Table 3. 
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unions in the state has been phenomenal. In the period 
between 1941 and 1956, while the state chartered unions 
approximately more than doubled their deposits, the federal 
chartered ones increased their deposits almost twenty-fold, 
as Table 8 shows. 
Investments of Credit Unions 
As credit unions have continued to grow, their funds 
have accumulated beyond the credit needs of their members. 
Consequently, the problem of seeking investment outlets for 
their surplus funds has caused a change to take place in 
their investment policy. 
There are three categories in which State-chartered 
credit unions can now invest their funds: 103 
1) Personal loans--their main function 
2) Real estate loans--Table 9 shows how these loans 
are increasing and that they are almost equal to 
personal loans as percent of total assets 
3) Investments which are legal for Mutual Savings 
Banks, consisting of bonds and notes, but no 
stock. One exception is bank stock which is 
permissable up to 5% of their assets but not 
more than $15,000 in any one bank. 
Federal-chartered Credit Unions do not have the same 
range for their investments. Although it is not illegal 
103. Information furnished by Charles w. Herzig, Director 
of Credit Unions Commissioner of Banks Office, Boston, 
Massachusetts. 
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TABLE 8 
Amount of Deposits in State and Federal-Chartered 
Credit Unions in Massachusetts 
1920 - 1956 
(in millions of dollars) 
Year State-Chartered Federal-Chartered 
1920 $1.78 ~~ 
1925 3.35 ~:~ 
1930 3.86 i~ 
1935 3.99 i:-
1940 4.07 i} 
1941 4.56 !jj)l.20 
1942 5.13 i:O 
1943 5.91 ii-
1944 7.10 -;:-
1945 8.28 -::-
1946 6.67 2.32 
1947 6.95 i} 
1948 7.02 ~;:-
1950 7.94 4.67 
1951 7.98 5.81 
1952 8.65 7.20 
1953 9.24 9.36 
1954 9.56 12.09 
1955 9.15 15.45 
1956 9.82 20.01 
* Figures not available 
106. 
Source: Annual Reports of Commissioner of Banks, Massachusetts. 
United States Bureau of Education, Health and 
Welfare, Boston. 
TABLE 9 
Comparative Statement of Personal and Real Estate 
Loans as Percent of Total Assets 
in Massachusetts Credit Unions 
Personal Loans 
Real Estate Loans 
1954 - 1956 
1954 
34.64% 
27.84 
1955 
35.99% 
29.34 30.99 
Source: Commonwealth of Massachusetts, Office of Commissioner 
of Banks, Division of Research and Statistics 
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for them to make real estate loans, yet in a practical 
sense, they are restricted in this field because of the 
fact that they cannot lend money on mortgages with maturity 
over three years. As far as bonds are concerned, they can 
invest only in such bonds as are guaranteed by the United 
104 States Government. 
Membership 
The claim is made that people, in every walk of life, 
own and operate their own credit unions. The following 
listing will serve to illustrate the diversity of groups 
which constituted the membership of credit union organiza-
ti ons in 1956. 
The major types of credit unions in 1946 with their 
percentages of total number were: 105 
5.72% 
8.25% 
31.34% 
4.5% 
5.49% 
6.6% 
12.25% 
7.98% 
Church-members of the same congregation 
Residential--people living in the same community 
Manufacturing--industrial employees 
Educational--teachers and school employees 
Labor--members of the same union 
Other As soc ia tiona--co-ops, lodges, social, 
farm, veterans• groups 
Government employees--national, state, 
provincial, local 
Transportation and communication employees 
104. Information furnished by Herbert E. Ir-galls, Regional 
Representative, Federal Credit Unions, United States 
Dep;trtment of Health, Education, and Welfare. 
105. Credit Union Year Book, 1956. Credit Union National 
Association, Madison, Wisconsin. 
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5.09% Food Processing--employees 
4.94% Trade--wholesale and retail business employees 
9.75% Other Occupations--mining, construction, 
Summary 
scientific, finance, recrea-
tion, and other employees 
The ease with which credit unions can be organized, 
the conveniEnce of service which they can offer to members, 
and the generally higher dividend rates, have all been 
potent factors in their rapid development, especially in 
the post-war era when mare money was earned, spent and 
borrowed than ever before. 
Although under either State or Federal supervision, 
according to their charters, in regard to reserves and 
general regulatory procedures for the protection of the 
funds, the credit unions carry no deposit insurance and 
sometimes suffer the lack of trained management. This is 
especially true in the small credit unions. Nevertheless, 
they constitute a force in the savings field by their en-
couragement of thrift. Because of the great advances they 
have made in the last decade, they must be looked upon as 
providing competition far the mutual savings banks not 
only in savings but in the investment field as well. 
109. 
Mutual Funds 
It is necessary to include the subject of investments 
in mutual fUnds as competition for the savings dollar be-
cause of the rapid growth in assets of these funds during 
the last fifteen years. The fact that they have promoted 
systematic plans for the purchase of shares in the stock 
market has made its special appeal to the lower income 
groups, i,e,, to those groups which had never previously 
been able to deal in the stock market. 
In examining mutual funds, we shall consider only open-
end investment funds because closed-end funds are of an 
entirely different nature. In the early growth of invest-
ment companies, closed-end funds dominated the field in 
the 1920's but few new ones have been organized since 1929 
106 
and the number of shareholders has decreased. 
Open-end investment companies are also called "mutual 
investment fUnds," The open-end part of the name refers to 
the fact that there is no fixed amount of capital. The 
number of shares varies from day to day with sales and 
redemptions; the value of each share varies accordingly, 
By virtue of the arrangement that an individual can 
pay on a monthly or quarterly basis for his shares, the 
small saver feels that he is accomplishing a double purpose: 
he is participating in a savings plan and at the same time 
he is acquiring an investment which may bring him a hi@ler 
106, Erwin W, Boehmler, Financial Institutions, Richard D. 
Irwin, Inc,, C~icago, Ill., 1951. 
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rate of return than the conventional plan of regular sav-
ings bank deposits. 
The growth of these funds has been through a period 
which, in general, can be characterized as a relatively 
sustained bull market, The Dow-Jones average of industrial 
stock107 prices has risen from a low of 128.4 in 1940 to 
over 515 in 1957 and the appeal of large profits had its 
impact. From a total of ~1.1 billion in 1940, the assets 
108 
of these funds grew to ~9.0 billion in 1955. Of course, 
the risks of sudden deflation are always present. In 
1940-42, 1946 and 1953, there were stock market declines 
and the redanpt ion of shares would have had to be made at 
a loss. 
The foregoing points out the difference between shares 
in the mutual fur:rls and mutual savings bank deposits. Shares 
must be liquidated at the ~hen value while deposits in a 
bank can be withdrawn intact. The new stock market in-
veators were not deterred by the market breaks and the 
funds have oontinued toattract new participants. 
The National Association of Investment Companies 
reports that last year people throughout the country in-
vested a greater portion of their incomes in shares of 
mutual funds than they did formerly. Table 10 gives a 
107, Dow-Jones Averages. Barron's Publishing Co., Inc, 
14th Edition, Boston, Massachusetts, 1952. p. 52 
Barron's National Business and Financial Weekly, 
August 5, 1957. 
108, See Table 3. 
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state-by-state listing of mutual fund purchases both on a 
per capita basis and in relation to each !jplOOO of personal 
income. It is interesting to note that Massachusetts is 
in thirteenth place on the list on the income basis but it 
is in seventh place on the per capita basis. 
TABLE 10 
Mutual Fund Purchases in the United States by States 
on Per Capita and Income Bases for 1956 
South Dakota 
Montana 
District of Columbia 
Minnesota 
California 
Idaho 
Missouri 
Florida 
Kansas 
Colorado 
Iowa 
Oregon 
Massachusetts 
Wyoming 
North Dakota 
New Yom 
Maine 
Nebraska 
New Mexico 
u.s.A. 
Vermont 
Oklahoma 
Arizona 
Rhode Island 
Pennsylvania 
Washington 
Arkansas 
Utah 
Mississippi 
Wisconsin 
Per :nooo of in-
come (Based on 
U.S.Dept. of Com-
merce Income fig-
ures for 1955) 
~10.14 
9.40 
9.13 
8.44 
8.16 
7.82 
7.80 
7.21 
6.99 
6.51 
6,43 
6.06 
6.05 
5.66 
5.50 
5.44 
5.22 
5,21 
4.87 
4.39 
4.26 
4.21 
4.16 
4.13 
4.05 
3,92 
3.59 
3,59 
3.47 
3.38 
Source: Banking. May, 1987. p. 105. 
Per Capita (Based on 
Population as of 
July 1, 1956. est. 
by u.s. Bureau of 
Census) 
~13.38 
17.10 
20.99 
14.05 
17.89 
11.20 
13,86 
11.32 
11.27 
11.03 
10,06 
10,90 
12,60 
9.65 
7.38 
12.17 
8.28 
7.91 
6.78 
7,97 
6.55 
6.26 
6.24 
7.97 
7.66 
7.63 
3~78 
5.47 
3.31 
5.90 
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An important factor in the rapid expansion of open-
end companies has been due, no doubt, to their extensive 
sales promotion plans through individual or security house 
sponsorship of the shares. They inform and interest many 
potential savers in investing. Again, as in life insurance, 
the agent's personal interest, efforts, and contact have 
done much to stimulate 1he growth of mutual funds. 
The fact that savings dollars which might have found 
their way into regular savings institutions have been chan-
neled into these mutual funds is shown by Table ll which 
gives the source of funds with which mutual fund shares 
were purchased. 
TABLE 11 
Source of Funds for Open-End Mutual Fund Share Purchase 
in 1954 
Regular Accumulation 
Accounts Plans 
Cash or Savings 26.9% 16.6% 
Gift or Inheritance 10.0 4.4 
Salary 29.5 62.8 
Bonus 5.5 4.2 
Sale of Real Estate 6.1 2.9 
Sale of Securities 12.7 2.6 
Life Insurance 
a. Cash in 1.5 2.0 
b. Death Benefits 1.6 .B 
Other -- d1 vi dends from other 
stocks, business income, etc. 6.2 3.7 
100.{)% 100.0% 
Source: "Mutual Fund Shareholders, 11 Public Information 
Committee. National Association of Investment Cos. 
New York, New York, December 16, 1955. p. 11. 
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Another stuct;v which was made regarding the objectives 
which people had in mind when purchasing mutual fund shares 
is important in the consideration of mutual funds as com-
petition for savings banks. In Chart 4 there is clear 
indication that regard for the future, with esplcial refer-
ence to retirement income, accounts for a large percentage 
of the objectives in the purchase of these shares. The 
other purely thrift objective, future education fund, is 
a significant factor. 
Summ~ 
The rapid growth of mutual funds, their appeal to 
the lower income groups, the acceptance of the people of 
these funds as opportunities to satisfy thrift objectives 
for the future, all present a real threat to savings in-
stitutions. The aggressive sales promotion plans of the 
mutual funds and the public response to the possibility of 
realizing higher returns from investlll3nts in these funds 
are distinct factors in the foreseeable future for their 
continued expansion. Mutualfunds are taking their place 
in the competition which the conventional savings in-
stitutions must meet. 
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CHART 4 
Primary_ Investment Objectives of Open-End Mutual Fund Investors 
CURRENT · ~ r ' T Regular Accounts Accumulation Plans 
, Increased Income for Daily Living 1 In Percentages I I I - . ,- i T -:1 
: ~ I 2.3 : ' L L I . 15.0 
28.4 
Protection Against Inflation 
- -
15.9 
FUTURE 
Future Education Fund 
l-1 2 ·r-' 1 , I • 5.1 I , , 
- . -. . L : I I i: i ~ I I 12 • 6 
I OTHER 1 ' I . . . 
~' =tJ .. 6.3 
r:.===r3.2 
"' ~ + 
Source: "Mutual Fund Shareholders", Public Infonnation Committee, National 
Association of Investment Companies, New York, N~w Yolk, December 16, 1955, 
p. 11. 
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V CHANGING ATTITUDES IN THE SAVING AND 
SPENDING PATTERN 
In following the progress of savings banking, it is 
important to note the changes which have occurred in the 
social and economic life of our society as they have a 
bearing on the saving and spending habits of the people. 
Our expanding economy with its new high levels of produc-
tivity and higher standards of living, a new pattern of 
income distribution, the emergence of a new social philos-
ophy embodied in the "compulsory" savings programs, all 
these have exerted influences on former savings motives 
and goals. 
Economic Changes 
Since 1900, tremendous changes have taken place in 
the American standard of living and the average American's 
way of thinking by reason of the "democratization of our 
economic s ys tern. 11109 
Simon Kuznets speaks of the "narrowing of the gap 
between the rich and the poor." He states that those in 
the top bracket over ~8000 were taking no less than 30% 
of the total national income before taxes during the 
period between the two wars. By 1945, their slice had been 
cut from 30% to 19!%. The very top bracket, containing 
109. Frederick Lewis Allen, The Big Change, America 
Transforms Itself 1900-1950. Harper and Brothers 
Publishers, New York, 1952. p. IX. 
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those with incomes over $16,000 had their share of the 
total national income cut from 13% to 7% by 1945. 
Kuznets further states that there has been more than 
a "redistribution of income." He asks, "Has it been a 
matter of robbing Peter b:> pay Paul?" He answers by say-
ing that Peter has been getting a smaller relative slice 
of a much larger piece. After making allowance for rising 
prices, the total disposable income of all Americans went 
up 74% between 1929 and 1980, The rich have suffered 
relatively but not so much absolutely. 110 
Trend of the Economy 
The definition of saving as given by Goldsmith will 
be helpful in our analysis. 
"Saving is that part of current income which is not 
used for consumption and current income has been regarded 
by economic theorists as the primary determinant of saving." 
Since the amount of saving which individuals may ac-
complish is dependent on economic conditions, a study of 
the trend in the nation 1 s economy wi 11 show that the in-
creased productivity in the oountry has made available to 
individuals a greater amount of inoome after taxes. With 
this consequent rise in disposable personal income, in-
dividuals have had a greater amount available for oonsump-
tion expenditures and personal savings. Table 12 shows the 
increase for the period between 1930 and 1955. 
110, Simon Kuznets, Shares of Upper Income Groups in 
Income and Savings. National Bureau of Economic 
Research, New York, 1953. p, 219. 
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TABLE 12 
Relation of Gross National Product, Personal Income, and 
Disposition of Income 1930 - 1955 
(in billions of dollars) 
G. N. P. 
Personal 
Income 
Disposable 
Income 
1930 
91.1 
76,9 
74.4 
Personal 
Consumption 71.0 
Personal 
Savings 3.4 
1940 1945 1950 1955 
72.5 100,6 213.6 285.1 390,9 
60.2 78.7 171,2 227.1 306.1 
58,3 76.1 150.4 206.1 270.6 
56,3 71.9 121.7 194.0 254,0 
2.0 4.2 28.7 12.1 16.6 
Source: Survey of Current Business, National Income, 
Revised Series, United States Department of 
Commerce, July, 1946, pp. 12-13. 
Middle Income Group Ris~ 
A significant cmnge which has taken place in our 
society is the definite upward trend of families from the 
lower to the middle income groups. The fact that there 
has been a shift of the population to a higher income 
111 group is important from ~e standpoint of savings. 
Table 13 gives a distribution of family income by 
111. Maurice Leven, America's Capacl!l to Consume, 
Brookings Institution, Washington, D.C., 1934. p. 101. 
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TABLE 13 
Families and Their Income by Family Income Level 1947 and 1963 
Family No. of families and Family 
personal income unattached individuals personal income Percent Distribution 
{before income taxes) (millions) (billions of dollars) Number Income 
1947 1~53 !:947 1~53 !947 I~53 I~47 !:953 
Under - :jplOOO 3.7 2.9 2.0 1.4 8 6 1 1 
1000 - 1999 7.4 5.4 11.2 8.2 16 11 6 3 
2000 - 2999 8.5 6.5 21.2 16.3 19 13 12 6 
3000 - 3999 8.6 7.4 30.0 26.0 19 15 16 10 
4000 - 4999 5.7 7.2 25.6 32.5 13 14 14 12 
5000 - 5999 3.5 6.3 19.0 34.3 8 12 10 13 
6000 - 7499 3.1 6.2 20.8 41.8 7 12 11 15 
7500 - 9999 2.2 4.8 18.4 41.2 5 10 10 15 
10000 - 14999 1.2 2.3 14.3 27.5 3 4 8 10 
15000 and over .8 1.5 22.1 42.3 2 3 12 15 
Source: Survey of Current Business. United States Department of Commerce. March 1955, p.l6 
1-' 
1-' 
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income levels for the period 1947 - 1953 and shows that 
the number of families in each group below ~4000 declined 
without exception since 1943, while those in the higher 
income brackets advanced. The broad shift of families, 
on a before-tax basis, from the lower brackets to the 
higher was accompanied by a similar shift in distribution 
of the total income. 
The number of families with inoomes of less than ~4000 
decreased by one-fifth. In contrast, the number of families 
with inoomes over ~4000 increased by more than 70% and the 
total amount of inoome in this range increased by more than 
80%. As a consequence of the upward shift, the largest 
amount of income, per ~1000 range, was found in the $5000 -
~6000 bracket in 1953 as compared with the ~3000- ~4000 
bracket in the 1947 distribution. 112 
Dewhurst says that the upward shift in income distribu-
tion of consumer units which has been taking place since 
the mid-1930 1 s reflects a tremendous improvement in the 
material well-being of American families and individuals 
but part of the apparent gain is due to the fact that the 
dollar in 1936 brought almost twice as much as the 1950 
dollar which, in turn, had a smaller purchasing power than 
the 1953 dollar.ll3 
112. Survey of Current Business, United States Department 
of Commerce. March 1955, p. 17. 
113. J. Frederic Dewhurst and Associates, America's Needs 
and Resources. The Twentieth Century Fund, New York, 
1955. p. 92. 
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Nevertheless, there has been some growth in real in-
comes 11for the real purchasing power of the average American 
family increased steadily over moat of the post-war period. 
As compared with 1929, which provides a convenient pre-war 
benchmark, the 
Federal income 
increase in average real inoome after 
114 taxes was roughly 30%". 
Analysis of data has shown that the higher the "real 
income, the greater the amount aaved. 11115 Thus the in-
crease in the number of middle income families has resulted 
in more families having larger amounts available for saving. 
Since the very poor do not save at all or very little and 
the very top income brackets tend to save through invest-
menta in stocks, bonds, an::l. real estate, it is the families 
in the middle incolll9 group that are of the greatest import-
ance to savings ina ti tutions •116 
Savings Motives and Goals 
To better appraise the effects of some of the changes 
which have influenced the savings tendencies of the American 
people, an examination of the primary reasons for which in-
dividuala had always built up their savings accounts would 
be helpful. 
114. Survey of Current Business, United States Department 
of Commerce, March 1955, p. 15. 
115. Alvin H. Hansen, Structure of the American Eco~omy, 
Part II Toward Full Use of Resources. National 
Resources Planning Board--, Washington, D.C. 1940. p. 32. 
116. Erwin W. Boehmler, Financial Institutions, Richard D. 
Irwin, Inc., Chicago, Ill., 1951. p. 324. 
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The objectives for saving may be listed as follows: 
1) To make provision against a future rainy day 
2) To obtain income or profit from investment of 
accumulated savings 
3) To establish family fortunes 
4) To anticipate large-sum purchases or retroactively 
117 pay them off. 
The "rainy day" incentives cover the desire of individu-
als to provide for such exigencies as: unemployment, sick-
ness, retirement, funeral expenses and the care of survivors. 
Through voluntary savings plans, individuals had always made 
use of the established savings institutions to try to assure 
their protection. 
During the last twenty years, however, a new social 
philosophy has developed in our national economic life 
whereby government and private enterprise plans have been 
introduced to help individuals make certain that their 
security goals are reached. It is the development of the 
Social Security program, together with pension funds, the 
guaranteed annual wage, etc., which constitute the new 
force, so to speak, and which must be considered in the 
light of their effect on the savings tendencies of indivi-
duals. A more detailed discussion will be given under the 
Social Security Program. 
Saving in the hope of realizing a return on invest-
117. William J. Schultz, Social Security and the Economics 
of Saving, National Industrial Conference Board, Inc., 
New York, 1938. p. 26. 
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ment was no doubt the foundation in past years for many a 
savings account which was used to serve as a starting 
point for a small business. Today, many feel that the 
intensive development of big business has lessened the 
opportunities for small businessesf18 
Another consideration in this respect is the fact 
that the number of farmers, considered as entrepreneurs, 
has been greatly reduced through urbanization. In 1920, 
farming accounted for 30% of the population, whereas, 
today, that class constitutes only 13% of the tota1. 119 
Our changing economy has brought charges into people's way 
of life. However, the hope of realizing a profit on in-
vestment still underlies much saving today in the investment 
of stocks. 
In the early days of our economy, saving with the 
thought of establishing a family fortune was a strong motive. 
Under our present system of progressive income taxes, there 
can be little doubt that this motive for saving has been 
weakened. 
The motive of saving for the purchase of a consumer 
durable good has always been strong with the American people. 
However, the development of easy installment credit has in-
fluenced more and more people to buy first and save later 
through the payments for the goods. It is this form of 
118. James s. Duesenberry, Income, Saving, and the Theory 
of Consumer Behavior. Harvard University Press, 
Cambridge, 1949. p. 67. 
119. Business Week. December 10, 1955, p. 106. 
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saving after the purchase, ratbe r than before, which is a 
point of consideration for savings institutions. Innova-
tiona, in the form of new products, together with the grow-
ing use of installment credit, have done much to change 
the pattern of the saving habit among the American public. 
Consumer credit will be discussed in more detail later. 
A study made by the University of Pennsylvania's 
Wharton School of Finance attributes a new attitude toward 
money and a change in the consumption pattern of our society 
as contributory factors in the changing aspects of the sav-
ing habit. The saving of money, it points out, as a pro-
taction against adversity and old age, as a neat-egg for 
further investment, all the ideas "which the middle class 
entrepreneurs of old held inviolate", have slowly been 
120 giving way. 
Consumer Credit 
Consumer credit has become an important part of our 
financial structure within the last twenty-five years. Be-
cause of its direct relationship to consumption and spend-
ing, it must be included in a stuqy of the forces which 
have influenced incentives to save. 
The development of consumer credit has resulted from 
"the increasing urbanization, industrialization, and im-
personalization of our economic life and the dependence of 
120. Business Week. June 16, 1956, p. 104. 
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the mass of the population on wage and salary incomes. 
The advance l:e s been accentuated by the development of 
new types of durable and value. ble consumers' equipment 
which require expenditures beyond the level of ourrent 
income •11121 
Inasmuch as, throuej:l consumer credit, earlier possess-
ion and use of consumers' goods are enjoyed, consumer credit 
thus holds a strong appeal for many people. Added to this, 
the high-pressure advertising methods used to persuade 
people to buy on credit have succeeded in bringing about 
great expansion in the field. 
The efforts of the savings institutions in propagandiz-
ing the virtues of thrift are feeble compared with the ad-
vertising and promotion of some of those who sell to con-
dit 11122 sumers on ere • 
In a comprehensive study just released by the Federal 
Reserve Board, 123 it was disclosed that outstanding in-
stallment debt, apart from mortgages, totalled ~31.5 bil-
lion at the close of 1956. Nearly half of all spending 
units have incurred installment debt and such debt is 
more oommon among skilled and sgemi-skilled workers than 
others. It is least common among retired persons, farm 
operators and the self-employed. 
121. 
122. 
123. 
Charles 0. Hardy, Consumer Credit and Its Uses. 
Prentice-Hall, Inc., New York, l93a:-p:-v.----
Ibid., p. 147. 
Banki~. American Bankers Association, May, 1957. 
pp. 3 -35. 
125. 
Revolving Credit 
A new device, called revolving credit, 124 has been 
introduced into the field of consumer credit, especially 
among retailers. There are many varia tiona and many 
other names for it, but the general term, revolving credit, 
describes it well. Called by experts tre fastest growing 
development in consumer credit today, it is basically an 
add-on credit plan, providing a fixed amount of credit 
for a fixed monthly payment. 
The plan has spread so rapidly through department 
store sales and mail order houses that concern has been 
expressed because it may result in an excessive use of 
credit with its attendant dangers. Consumers are being 
influenced to buy short-lived goods on credit, a radical 
departure from previous practices. Careless spending 
patterns are being encouraged as overbuying becomes com-
mon. Middle-income families are the new sales target 
where formerly credit stares had concentrated on tre very 
poor families to finance purchases. The high finance 
costs of using the revolving credit, ranging from 12%-
22%, are mostly disguised by shrewd advertising as a 
small monthly charge. They are said to be developing 
into a new and potentially permanent additional living 
cost to the expenses of moderate-income families. 
124. The Savings Banker, Savings Banks Association of 
Massachusetts, Vol. XXXVI, No.7, July 1957, p. 2. 
126. 
The volume of consumer credit now equals about a 
third of total business.inventories. There are varying 
opinions regarding the role of consumer credit in rela-
tion to its effect on the cyclical business savings and 
general economic activity. As the controversy regarding 
the relationship between individual saving and the flow 
of investment goes on, consumer credit enters into the 
controversy and continues it on. But we are concerned 
here merely with the effect of consumer credit on the 
individual consumer's way of life. There can be little 
doubt that the "save first arrl buy later" pattern of liv-
ing has been greatly altered by the extensive use of con-
surra r credit. 
A comment in the June 29, 1956 issue of "The New 
England Letter", published by the First National Bank of 
Boston, deserves attention: 11The future welfare of our 
country demands a slowing down in borrowing and a speeding 
up in rate of savings by individuals and business enter-
prises • " 125 
The ease of obtaining consumer credit has done much 
to offset tre need formerly felt by individuals to ac-
cumulate savings for the end purpose of making purchases 
of goods. The tremendous response of consumers to the 
use of such credit has already established the pattern of 
installment debt in the American way of life. This repres-
ents a changed attitude toward one of the prime incentives 
for sa vi~. 
125. The Savings Banker, Savings Banks Association of 
Massachusetts, Vol. XXXVI, No.7, July 1957. p. 2, 
127. 
Economic Security Programs 
For more than a century, voluntary savings and the 
productive investment of savings had been the pattern by 
means of which the economy of our oountry had developed 
and our nation's wealth increased. The depression of the 
1930's, with the devastation it brou~t to individuals and 
the country, brought an end to the purely automatic 
"voluntary saving--investment process" which had operated 
through the fairly free play of economic forces. 11126 
Financial security, as it had been known, was destroyed 
or badly shaken for countless numbers of individuals. 
A new feature was then introduced into our economy 
in the form of compulsory savings in the attempt to pro-
tec-t workers from the perils of financial insecurity. 
The Government-sponsored Social Security program which 
included Federal Old-Age and Survivors Benefits and Unem-
ployment Insurance were supplemented by private pension 
plans in indu~ry. The recent development of various 
plans, such as the Guaranteed Annual Wage and other employee 
supplemental income benefit plans, are all directed to the 
same end. Railroad Unemployment Insurance and Temporary 
Disability Insurance are included in this discussion be-
cause of their special features pertaining to the su~ect. 
126. William J. Schultz, Social Security and the Economics 
of Saving, National Industrial Conference Board, Inc., 
New York, 1948. p. V. 
128. 
Social Security Program 
The Social Security program, established by the 
Social Security Act, was passed by the 74th Congress in 
1935.127 It formed the core of the new social ph !los ophy 
in the country as it aimed to help people meet the threats 
to their economic security through "forced saving." A 
small percentage deducted regularly from the individual's 
pay to which the employer has added his share--formed the 
substance of the new social insurance. 
Social Insurance may be defined as "governmentally 
administered programs which by systematic means set up in 
advance pay, as a right, cash benefits in place of income 
lost to individuals as a result of old-age, retirement, 
unemployment, illness, accident or death. 11128 
It is estimated that in 1957 over ~7.3 billion will 
be paid out in social security benefits, whereas, in 1941, 
tre benefits paid out amounted to only :jj)64 million. These 
benefits include Federal Old Age and Survivors Benefits and 
UnEillployment Insurance. 
Federal Old Age and Survivors Benefits129 
An idea of the coverage which is now given to the aged 
and the protection afforded children against loss of sup-
port because of a parent's death can be gained from the 
129. 
127. Morton Bodfish and A.D. Theobald, Savings and Loan 
Principles, Prentice-Hall, Inc., New York, 1938. p. 585. 
128. J. Frederic Dewhurst and As soc :Ia tes, Arne rica 1 s Needs 
and Resources, The Twentieth Century Fund, New York, 
1955. p. 446. 
129. Data on Social Security was obtained, unless ot~ise 
noted, from the issues of Social Security Bulletin, 
United States Department of Health Education and Wel-
fare, August, September, December, 1955. 
following statistics. In 1934, only 5% of theaged received 
paylllilnts from the public pension programs then in existence, 
while twenty years later, almost half of the retired aged 
and 38% of all those over 65 were covered. When later 
alllilndments to the law extended the coverage to an additional 
10 million people, coverage became almost universal for the 
first time as substantially all gainful work was covered. 
Whereas about 60% of the aged had no source of liveli-
hood over twenty years ago, now all but 15% of the aged are 
receiving income from public or private sources. Today 
old-age and survivors insurance is the primary program of 
financial security for the aged. It is estimated that in 
another ten years old-age and survivors insurance alone 
will be providing lifelong benefits for almost three-fifths 
of those aged 65 and over. 
The segment of the population represented by those 
aged 65 and over increased 80% from 1935 to 1955 and, as 
a proportion of the total population, from 6.0% to 8.5%. 
The spending by the older people of the incomes received 
through their benefit payments has been a powerful stimu-
lant to the prosperity of the country and represents a 
part of consulllilr spending. 
As far as children are concerned, it is estimated 
that 90% of the 56 million children under age 18 in the 
United States in 1954 were covered and that more than 
half of all paternal orphans were receiving monthly 
130. 
131. 
benefits as survivors of insured men. In addition, of the 
900,000 children whose mothers had died, 40,000 were receiv-
ing bene fits • 
Social Security benefits went to 8.0 million recipients 
in 1955, whereas, only 1.3 million received benefits in 1945. 130 
Unemployment Insurance 
In line with the new social philosophy, a system of 
Federal-State unemployment insurance was developed. Since 
the effects of unemployment are felt not only in the state 
where it occurs, but throughout the nation, it is the con-
cern of the Federal Government, as part of its responsibility 
131 to promote the general welfare, to "soften the effects." 
In tre case of unElllploymen t insu ranee, the Federal 
Government does not pay the benefits as it does in the old-
age and survivors program. Rather a Federal-State coopera-
tion plan, never tried in any other governmental activity, 
was established. It was based on each state's unemploy-
ment insurance laws. The Federal Government put a tax on 
employers in industry and commerce and by a tax offset 
arrangement with the State, the Federal Law assures a 
nation-wide system. Unemployment insurance was operating 
in all the states by 1939. The program was greatly ex-
panded during World War II wren minimum payments were 
raised and sl!Bller firms were covered. 
130. Life Insurance Fact Book, 1956, p. 90. 
131. American Workers' Fact Book, United States Department 
of Labor, 1956. p. 280. 
An examination of the practical workings of the pro-
gram shows that the recession of 1949-50 tested the ability 
of the program as 7.5 million workers drew benen ts for un-
employment during that period. The unemployment benefit 
payments amounted to $1.75 billion and offset from 12% to 
more than 20% of the loss of wages in the country during 
the recession. 
The coverage of workers has nearly doubled in the past 
twenty years. As of June 1, 1956, there were 39,3 million 
workers covered in the United States while in 1938 there 
was a monthly average of 19.9 million covered. In Massa-
chusetts, the number covered a!IPunted to 1.5 million in 
1956.132 
It is very likely that the influence of such a pro-
gram, whi<h provides a cushion for the worker, will tend 
to lessen the urgent need a worker may have previously 
felt to make his own provision for periods of unemployment 
through his own personal savings, 
An interesting sidelight on social security payments 
for 1957 is the fact that payments will exceed collections 
for the first t!.me in the prcgram. Heavy claims from newly 
eligible groups, such as self-employed farmers, disabled 
persons past 50, women past 62, are responsible for this 
situation, It is estimated that the Government will pay 
~30~ million more in benefits than it will receive in 
132. Employment Security Division of Massachusetts. 
132. 
collections this year, ~600 million more than contribu-
tions in 1958 and ~1 billion more in 1959. However, the 
imbalance will be offset by the Social Security Fund's 
yearly return on investments amounting to about ~600 
million yearly.l33 
At the beginning of the Social Security program, the 
social security principle was attacked by some as socially 
unwise, in that it would weaken saving incentives. But 
the benefits were of such a size that "little more than 
the bitter edge of poverty" 134 was taken off, although 
fUrther amendments to the Act have increased the amount of 
benefits to be received. 
Marion B. Folsom, Secretary of Health, Bducation, and 
Welfare, in a speech delivered on the 20th Anniversary of 
Social Security, said, "By providing only basic benefits, 
the program stimulates thrift and initiative; it does not 
replace them. 11 
In some cases, it is true that individuals may have 
been made more aware of retirement needs because of the 
compulsory Social Security provisions and, accordingly, 
through voluntary plans, have made further provisions. 
On the other hand, there cannot be discounted the psycho-
logical effect on many individuals who would be likely to 
put off saving voluntarily when they feel, because of the 
133. Time. p. 73. 
134. Erwin W. Boehmler, Financial Institutions, Richard D. 
Irwin, Inc., Chicago, Ill., 1951. p. 368. 
133. 
Social Security program, relleved of the pressure to pro-
vlde full protection for themselves in the futUI' e. 
Rallroad Unemployment Insurance 
In 1939, railroad workers were tram fe rred from a 
State program to a Federal railroad unemployment insurance 
program to be administered b7 the Railroad Retj_rement 
Board. In 1947, the program was expanded to include sick 
benefits. Both the retirement and sick benefits are paid 
from a tax on employers and the balance in the .railroad 
unemployment insurance account. The railroad retirement 
sys tern combines features of both public and private re-
tirement plans. 
It is estimated that since the program began in 
1939 through June, 1955, benefits have been received by 
1,175,000 railroad employees. Thus, a large group of 
people have had their economic security strengthened, 
aside from any voluntary savings on their own part. 135 
Temporary Disability Insurance 
In many oountries, this type of social insurance was 
the first type to be enacted. However, in our country, it 
has been the most neglected. Our social insurance program 
came into existence as an anti-depression measure in the 
1930 1 s. 
Seven states, namely, Delaware, Idaho, Maryland, 
135. American Workers' Fact Book, United States Department 
of Labor, 1956. p. 307. 
134. 
Montana, Nevada, Tennessee, Vermont, have a plan whereby 
benefit payments are made to claimants who are unable to 
work as a result of illness or accident. California, New 
Jersey, and Rhode Island have established State programs 
for temporary disability insurance. It is interesting to 
note that among the ten states mentioned, half of them 
are mutual savings bank areas. 
On the whole, not much information is available as 
this type of insurance is in its infancy.l36 
Guaranteed Annual Wage Plag 
Another recent development in industry which will add 
its weight to increase the feeling of security among workers 
is the growth of plans to stabilize wages, such as the 
Guaranteed Annual Wage and the Supplemental Unemployment 
Berefit Plans. 
The first plan on record started as early as 1894 
but as late as 1955, only 100,000 workers were covered. 
However, since then, the whole subject has been receiving 
much attention in the field of labor relations. 
Most Guaranteed Annual Wage plans now in operation 
were devised by employers and are administered solely by 
management. Practically all existing plans are financed 
by employers on a pay-as-you-go basis. Current proposals 
from existing plans in that they have been initiated by 
136. American Workers' Fact Book, United States Department 
of Labor, 1956. p. 308. 
135. 
labor unions, 137 
The Supplenental Unemployn:ent Benefit Plans are in 
some respects, similar to the Guaranteed Annual Wage. 
Thew are designed for integration with State Unemployment 
Compensation, Recent agreements, affecting aver 1 million 
workers, have included plans for this new feature in 
financial security. 
Pension Plans 
----
In addition to the increasing public awareness of the 
protection afforded by the Social Security program of the 
goverruoont, we must recognize the influence of other pro-
grams designed to afford measures of security to the 
salaried worker by private industry, The growth of these 
plans has been so great and has involved such a large seg-
ment of the population that they must be considered with 
relation to their effect on the motivation of people to 
save for certain specific purposes. 
The dynamic growth of the private pension plans has 
been such that in 1955 there were almcs t 19,000 plans 
covering 14 million workers while, in 1930, it is estimated 
there were as few as 720 plans covering 2,4 million people, 
Reserves in these pension plana are estimated to be in 
excess of :jpll billion. 138 • 
137. American Workers' Fact Book, United States Department 
of Labor, 19E6. p. 379. 
138. Life Insurance Fact Book, 1956. p. 53. 
Stephen Ram henbush, Pens ions in ~ Economy. Public 
Affairs Institute, Washington, D.C., 1955. p, 55. 
136, 
Since private plans of indm try supplement Social 
Security benefits, they afford another reason why indi vi-
duals might feel less urgent the need to provide for old 
age through voluntary individual plans of savi~. Thus, 
savings motives are thereby potentially weakened. 
In former times, it was the feeling of insecurity 
which prompted many people to forego present consumption 
expenditures in order to provide savings for the future 
in case of need. Today, the feeling of security has been 
bolstered by the Social Security programs of the govern-
ment, the private pension plans sponsored by management 
and unions. The degree to which individuals feel protected 
differs, but this new factor in our economy has weakening 
tendencies in relation to the savings habits of the people. 
Opinions .2,g Current Factors 
Whether the change in income distribution which has 
taken place will result in increasing the percentage of 
saving is a question that time will tell in view of the 
changing times and changing habits of the people. 
Katona bas made the statement that "consumer spending 
and saving, and especially purchases of durable goods and 
changes in liquid asset holdings, are today in the United 
States not rigidly tied to income, but are discretionary to 
an extent unequalled in our history. 11139 
139. George Katona, People's Attitude Toward Inflation 
Spending and Savi~. Survey Research Center, 
Michigan Universi y, 1952. p. 3. 
137. 
August Ihlefeld, President of the Savings Bank Trust 
Company, sounded a waming, in an address, that some cur-
rent factors migpt limit the growth of savings. Among 
others, he spoke of the high birth rate and large families 
which swell consumption needs and of tre purchase of new 
homes vtlich require outlays for repair and improvements by 
millions of families which did not have these expenses 
when they rented.l40 
Goldsmith declares that the rate of saving in recent 
years has actually declined if durable goods saving is 
dis counted. 
Dewhurst speaks of the effect of leisure time on the 
amount of saving done by individuals. He points out that, 
in 1940, the average work week was 44 hours, in 1955, it 
averaged 40 hours and by 1960, it is estimated it will be 
37.5 hours. This will mean more spending on recreation 
and hobbies. Added to the security programs, the whole 
may affect the savings rate.l42 
Society is confronted, on the one hand, with the 
situation of more dollars available to individuals for 
savings in the past fifteen years, especially, as the 
140. Mutual Savings Banking, October 1955, p. 1. 
141. Raymond W. Goldsmith, A Study of Saving in the 
United States. Princeton University, Princeton, 
New Jersey;-1956. Vol. III. p. 53. 
142. J. Frederic D5whurst and Associates, America's 
Needs and Resources. The Twentieth Century Fund, 
New York, 1955. p. 40. 
138. 
result of the greatly increased productivity and a rise 
in the middle-income family groups. On the other hand, 
the higher standard of living, the increased use of con-
sumer credit, the compulsory savings features of the 
Social Security program and private pension plans, all 
have a tendency to exert their weakening influences on 
the saving propensities of the people. The psychological 
effect on the savings incentives of' individuals cannot be 
wholly dl.scounted. 
However, two facts stand out. They are the availability 
of more personal savings today and the awareness, on the part 
of many, that total protection is not provided against 
"rainy day" emergencies through Social Security. Herein 
lies the opportunity for savings institutions to stress the 
value of voluntary savings and reawaken interest in thrift 
practices. 
139. 
VI COMPARATIVE POSITION OF IviUTUAL SAVINGS BANKS 
As the oldest financial institutions devoted prima-
rily to encouraging thrift, mutual savings banks succeeded 
in holding their leading position in the savings field for 
almost a century from 1816 on. However, in 1910 their 
position started to change when savings deposits in com-
mercial banks grew larger than those in savings banks, 
i.e. on the national scale. Life insurance companies 
overtnok them in 1920. After 1930, we witnessed the ex-
pansion which took place in the total savings field with 
the entry of many new types of savings media which not 
only became competitors but actually outdistanced the 
mutuals in a relatively short span of time. 
An examination of the leading unfavorable factors 
which contributed to the lag of mutual savings banks be-
hind other types of savings institutions will include 
the geographical location of mutual savings banks, the 
personal income and age distribution problems of those 
areas in which the banks are located. 
Progress after 1900 
Chart 3 on page 68 shows that the growth of the 
mutual savings banks continued steadily upward until 
1930, after which there was practically no growth thiUugh 
1942. Then beginning in 1943, a steady increase started 
again. It should be pointed out that the period of no 
growth encompassed the years of the Great Depression in 
-140-
the 1930's; also the years of the early 40's which saw the 
beginning of the war effort when the purchase of United 
States Savings Bonds was being so strenuously encouraged 
by the gp vernment. 
In the period from 1942 through 1956, the increase 
in dollar volume of savings deposits in the mutual savings 
banks amounted to almost 183%. 143 However, in judging the 
performance of savings banks, it is necessary to look be-
yond the dollar volume of deposits since the accumulation 
of dividends is an important part of the growth in savings 
bank deposits. 144 Also during this period, it is necessary 
to take into consideration the fact ilia t the purchasing 
power of the dollar, in terms of the 1947-1949 consumer 
prices, has decreased from 180.5 in 1940 to 99,8 in 1955. 145 
Comparing deposits in terms of dollars of the same value, 
the relative deposit gain would be cut in half, 
Percentage Distribution of Savings 
The percentage distribution of individual savings 
from 1920 to 1955 in the various fields of savings media 
is given in Table 14. It shows that mutual savings banks 
account for only 12% of the total savings field, The sig-
nificant fact is that a definite trend downward is indicated 
from the 20% position in 1920, It reflects the flow of 
143, See Table 3. 
144. John Lintner, Mutual Savings Banks in the Savings and 
Mortgage Markets, Harvard University, Cambridge, 
Massachusetts, 1948. p. 117. 
145, Economic Almanac, National Industrial Conference 
Board, 1956. p. 67. 
141. 
) ) 
TABLE 14 
Percentage Distribution of Individual Savings 1920 - 1955 
Savings Commercial Savings & Loan Life United States Postal 
Year Banks Banks Associations Insurance Savings Bonds Savings 
Companies 
-
1920 20.4% 44.9% 7.4% 23.4% 3.2% 0.7% 
1925 20.1 44.6 10.4 23.5 1.0 0.4 
1930 19.4 38.7 13.0 28.4 
--
0,5 
1935 21.6 28.3 9.3 37.8 0.3 2.7 
1940 17.9 26.1 7.3 41.7 4.7 2.3 
1945 ll.3 22.0 5.4 27.6 31.5 2.2 
1946 11.4 22.7 5.8 27.7 30.1 2.3 
1947 ll.4 22.3 6.3 28.1 29.6 2.3 
1948 ll.3 21.5 6.7 29.0 29.4 2.1 
1949 11.4 20.7 7.3 29.6 29.1 1.9 
1950 ll.4 20.1 8,0 30,5 28.3 1.7 
1951 ll.4 20.1 8.8 31.3 26.9 1.5 
1952 ll.6 20.3 9,9 31.5 25.3 1.4 
1953 ll.8 20.4 11.1 31.6 23,9 1.2 
1954 12.0 20.4 12.4 31.5 22.7 1.0 
1955 12,0 20.2 13.2 31.5 22.2 0,9 
(6/30)p 
p--prelimina ry 
Source: Home Loan Bank Board. 
f-1 
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savings into other types of savings media, especially dur-
ing World War II, when United States Savings Bonds expanded 
from almost 5% of the total savings to over 31% in 1945, 
dropping now to 22%. 
During this period, commercial banks have dropped more 
than 50% in their portion of the savings field while savings 
and losn as so cia tiona have almost doubled their share. The 
great drive and appeal of the savings and loan associations 
for the savings dollar were discussed in a previous chapter. 
A study of Chart 5 and C~rt 6, showing the relative 
growth of accounts :and number of accounts in selected sav-
ings media for the last twenty years, reveals graphically 
the fact that all the savings media which we have discussed 
as so-called competitors of the mutual savings banks have 
shown a relatively better growth than the mutuals. 
Location of Mutual Savings Banks 
In noting the relative position of the mutual savings 
banks, it must be borne in mind that the mutuals are mainly 
confined to a small section of the country, while the other 
savings institutions operate throughout the country. 
Geographically limited to the northeastern part of the 
country for reasons stated in Chapter 3, the mutuals are 
found in only seventeen states. Massachusetts, where the 
movement started, has the largest number of any state. 
The distribution of the mutual savings banks according 
to location and number of banks, is outlined in Table 15. 
Only eight states outside of New England and the Middle 
143. 
CHART 5 
Relative Growth of 10-.----=~~ Accounts tn Selected Savings 
9 
1. 
Source: 
b 
5 
Savings Banks Fact 
Statistics A. B.A. 
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144. 
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Source : Savings Banks Fact Book 1956 and Savings and Mortgage Statistics , ABA. 
Atlantic States have mutual savings banks. The fact that 
the number of mutual savings banks in these states represents 
only 5.1% of the total number in all the seventeen states 
emphasizes the highly concentrated character of their loca-
tion. 
TABLE 15 
Location and Number of Mutual Savings Banks 
by States, as of December 31, 1955 
State !!£.:_ 
Maine 32 
New Hampshire 34 
Vermont 7 
Massachusetts 189 
Rhode Island 8 
Connecticut 71 
New York 129 
New Jersey 23 
Pennsylvania 7 
Delaware 2 
Maryland 8 
Ohio 3 
Indiana 4 
Wisconsin 4 
Minnesota 1 
Oregon 1 
Washington 4 
Total 527 
Source: Annual Report of Federal Deposit Insurance 
Corporation, 1955, pp. 110-116. 
146. 
Reasons for Declining Role 
A significant point with reference to the declining 
role of the mutual savings banks in the total savings field 
lies in the fact that the particular part of the country 
where these banks are concentrated represents the older 
areas of the United States, i.e., New England and the 
Middle Atlantic States. These areas have not been growing 
as rapidly in wealth and population as the newer areas of 
the country. 146 Table 16 lists personal income by states 
and regions for the years 1929 and 1954. It shows that 
personal inoome in New Eng land and the Middle Atlantic 
States for 1955 was less than 300% of the 1929 total, while 
in the Pacific states, the 1955 personal income figure was 
over 500% of the 1929 amount. 
Another reason for the declining share which mutual 
savings banks have had in the total savings covered by all 
the savings institutions operating on a nation-wide basis 
is the fact that a generally declining percentage of the 
country's population has characterized New England and the 
Middle Atlantic States.l47 Because of the deep concentra-
tion of the mutuals in these areas, it is apparent that 
they would be affected by this situation. 
146. Erwin W. Boehmler, Financial Institutions, Richard D. 
Irwin, Inc., Chicago, Ill., 1951. p. 330. 
147. John Lintner, Mutual Sav.!:nsl!. Banks in the Savings and 
Mortgage Markets, Harvard University, Cambridge, 
lllassac usetts, 1948. p. 56. 
147. 
TABLE 16 
Personal Income by Regions of the United States 
1929 and 1955 
(millions of dollars) 
1929 195§. 
New Eng land 7,125 20,075 
Middle Atlantic 25,350 69,283 
East North Central 20,235 69,832 
West North Central 7,584 24,439 
South Atlantic 7,247 35,217 
East South Central 3,428 13,708 
West South Central 5,259 23,267 
Mountain 2,118 9,863 
Pacific 7,315 37,707 
Source: Survey of Current Business, United States Department 
of Commerce, Office of Business Economics, 
August 1956, p. 10 
An examination of the population growth in the United 
States and in New F.ngland, where 64.7% of all the mutual 
savings banks are located, will serve to bring into focus 
the condition which contributed to the declining role of 
the mutuals. Since 1880, New England has had a persistent 
decline in population with relation to the national total. 
Table 17 shows that New England fell from 8.0% of the 
national total to 7.3% in 1900 to 7.0% in 1920 and to 6.4% 
in 1940. After 1940 the rising birthrate throughout the 
country still did not alter the relationship between New 
England and the United States as a whole. 
148. 
TABLE 17 
Population Growth in New England and the United States; 
New England Proportion of the United States 
1880 - 1940 
1880 
N.E. 4,010 
1890 
4,700 
1900 
5,592 
1910 
6,552 
1920 1930 1£!Q 
7,400 8,166 8,437 
u.s. 50,155 62,947 75,994 91,972 105,710 122,775 131,669 
'/o 
of 
u.s. 
8.0'/o 7.4'/o 7.1% 7.0'/o 
Source: Statistical Abstract of the United States, United 
States Bureau of the Census, 1950, p. 35. 
Duesenberry has stated that the savings ratio will be 
affected among other things by changes in the age distribution 
of the population.l48 Since the age distribution of the popula-
tion is a factor in the potential net voluJne of new savings, an 
examination of some statistics on age distribution will help to 
explain further the declining position of mutual savings banks 
in the total savings field. 
Inasmuch as it is recognized that retired people either 
spend previously accumulated assets or live with their relatives, 
f"t! an increasing proportion of old people tends to reduce aggregate 
148. James s. Duesenberry, Income, Saving, and the Theory of 
Consumer Behavior. Harvard University Press, Cambridge, 
1949. p. 11. 
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savings. In 1910, 6.7% of the population of the United 
States was over 60. In 1940, the percentage had increased 
to 10.4%. 149 The increasing proportion of older people in 
the population prior to World War II, accompanied as it was 
by a declining birth rate, although characteristic of the 
country as awhole, affected New England to a greater degree 
150 
than the rest of the country. Table 18 shows that 
Massachusetts has an even greater proportion of older people 
than either New England or the United States. 
TABLE 18 
Proportion of Population 65 years and over in Massachusetts, 
New England and the United States in 1954 
(in thousands ) 
150. 
65 years and Percent of To tal 
over Total Population 
United States 13,729 159,078 9.3% 
New England 984 9,652 10.2 
Massachusetts 510 4,876 10.4 
Source: Statistical Abstract of the United States, United 
States Bureau of the Census, 1956, p. 27. 
In spite of all the foregoing considerations, it is 
significant that the deposits in mutual savings banks, as 
L49. James s. Duesenberry, Income, Saving, and the Theory of 
Consumer Behavior. Harvard University Press, Cambridge, 
1949. p. 63. 
150. John Lintner, Mutual Savings Banks in the Savings and 
Mortgage Markets, Harvard University, Cambridge, 
Massachusetts, 19!l8. p. 59. 
a whole, increased during the last 11 years by an amount 
about equal to the total accumulation of the past 129 
years. By 1945, total deposits had amounted to a little 
over ~15 billion but, by 1956, they had reached ~30 
billion. 
The Unfavorable Factors in Massachusetts 
The setbacks which affected the general progress of 
mutual savings banks had their parallel effects in Massa-
chusetts. The problems of the declining birth rate and 
of age distribution, the s lO'Ner growth in deposits, all 
in evidence after 1900 in Massachusetts. 
A study of the birthrate records for Massachusetts 
and the United States for 1920-1954 reveals the similarity 
in trends between the state and the oountry. A comparison 
of the two birthrate reoords in Table 19 discloses the 
parallel downward trend up to 1940 and the beginning of the 
parallel uptum in 1945. The age distribution situation in 
Massachusetts was noted in Table 18. 
A further examination of Tables 18 and 19 reveals a 
lower birthrate and a larger proportion of older people in 
this state than in the country as a whole. The combined 
effect of these intensified conditions can be seen in the 
slower progress made by mutual savings banks within this 
state as against that of the total record of all mutuals. 
Deposits for all mutual savings banks rose from ~10.6 
billion in 1942 to ~o.o billion in 1956, representing a 
151. 
percentage increase of 183%, while in the Massachusetts 
mutuals, the total of ~4.7 billion in deposits in 1956 
represents only a 124% increase from the ~2.1 billion in 
deposits in 1942. (See Table 3 and Chart 3). 
1920 
1925 
1930 
1935 
1940 
1945 
1950 
1954 
TABLE 19 
Comparative Statement of Birth Rates in Massachusetts 
and United States 
Rate per 1000 population 
1920 - 1954 
United States Massachusetts 
23.7 23.7 
21.3 21.2 
18.9 17.3 
16.9 14.4 
17.9 15.2 
19.6 18.9 
23.6 20.5 
24.9 21.9 
Source: Statistical Abstract of the United States, 
United States Bureau of the Census, 1939 - p. 91 
1947 - p. 68 
1950 - p. 66 
1956 - p. 60 
The detailed deposit record of the mutual savings banks 
in Massachusetts from 1900 - 1956 will serve to emphasize the 
effect of the particular conditions described above relating 
to this area. In Table 2, the substantial growth of the 
mutuals in Massachusetts was shown by the large increases in 
152. 
amount of deposits and number of depositors from their 
beginnings up to the latter part of the century. The trend 
line in Chart 3 shows that deposits continued to rise after 
1900, but ever so much slower than previously; in the 
period 1930 - 1942, no progress was made; a decided up-
swing started after 1943. The large dollar volume increase 
with its real significance has already been analyzed. Of 
more serious concern to the mutual savings banks is the 
fact, disclosed by the trend line, that the number of 
depositors remained practically the same from 1927 - 1945 
and has shown only a modest increase from 1946 to the 
present. 
A striking illustration of the age distribution problem 
as it affected savings banks in the period immediately fol-
lowing 1930 is given by a study made at the Home Savings 
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Bank in Boston. In Massachusetts deposits in savings banks 
had increased 1.692 billion from 1930 - 1953. This represent-
ed a deposit increase of SO% but the number of deposits, with 
an increase of 129,000 in the same period, represented only a 
4% increase. 
A survey made by the Home Savings of several thousand 
accounts in their bank brought graphically to their attention 
the fact that the age distribution of the depositors was a 
serious problem. They found that 54% in the group surveyed 
were over 50 years of age; 35% in the group surveyed were 
between 30 and 50 years of age; only 10% in the group sur-
veyed were under 30 years of age. 
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In the 54% group, 50% were between 50 and 60 years of 
age; 25% were between 60 and 70 years of age; and 25% were 
over 70 years of age. 
The officials realized that "the bank was fast becom-
ing a bank for old folks, especially when the average life 
of the account of a depositor over 50 years of age is only 
8 years." 
Many promotional schemes, gimmicks, give-aways, the 
premiums used to attract new depositors had all seemed to 
fall short of the mark. Even though these devices are 
successful as an inducement to bring people into a bank, 
it is questionable whether there is a lasting effect, i.e., 
whether these people will become regular depositors. There 
is ground for criticism of "buying accounts" by this method. 
A feeling that it would be more in keeping with the 
original intent and purpose of savings banks prompted the 
officials of the Home Savings Bank to make a determined 
effort to attract new depositors on the basis of thrift 
for lasting results. An extensive advertising campaign 
was launched, aiming its appeal to the "little saver" 
and encouraging the opening of an account with a single 
dollar. The response was most satisfying, especially from 
the point of view of age distribution. 
An analysis of the new accounts showed: 
Only 12% were 
51% were 
25% were 
10% were 
over 50 years of age, 
between 31 - 50 years 
between 21 - 30 years 
under 20 years of age 
of age, 
of age, 
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The results of the new approach pointed to the fact 
that the average age distribution had been lowered, The 
younger people were potentially depositors for years to come 
and as their incomes increased, so would the 1r savings , 151 
Strength of the Mutuals in Massachusetts 
In spite of the set-backs suffered by the mutual sav-
ings banks in Massachusetts as they felt the effects of the 
trends and forces outlined above, it should be pointed out 
that they are still a formidable force--the state by virtue 
of their number size, There are 189 mutual savings banks 
in Massachusetts as against 173 commercial banks. The total 
of almost i5 billion in deposits in the mutuals is more than 
seven times the total of savings deposits in the commercial 
banks of the state, The 189 mutual savings banks operate 
74 branches and service 3i million depositors. 
Mutual Savings Central Fund 
A distinctive feature of the Massachusetts mutuals is 
the insurance of their deposits whereby all deposits are 
fully insured, At the time of the severe financial strain 
occasioned by the Depression, they formed the Mutual Sav-
ings Central Fund, All savings banks in the state were 
obliged to become members of this organization which was 
incorporated by an Act of the Legislature in 1932.152 At 
first, it was designed as a liquidity fund tn make available 
151, Survey made by Parker Bullard, Assistant Treasurer, 
Home Savings Bank, Boston, 
152, Acts of 1932, Chap, 44. 
155. 
a common pool from which individual banks could draw under 
stated conditions, 
In 1933, an additional fund was created to insure 
deposita of member banks, this fund to be administered by 
the Central Fund, Prior to 1932, there had been no in-
aurance of deposits in Massachusetts mutual savings banks, 
The deposits had been protected by the reserve funds of 
the individual banks, i.e. their Guaranty Fund and Profit 
and Loss Fund, Under the Massachusetts Deposit Insurance 
Fund, aaaeaamen ts are collected from the individual banks 
and the deposita of all savings banks in the state are 
fully insured, 
A feeling has developed in some quarters, especially 
in large cities and competitive areas, that some people 
might have greater confidence in a type of federal insur-
ance, A new planl53 has been evolved whereby a dual sys-
tern of insurance is really in force. Those banks which 
feel that the Federal Deposit Insurance Corporation offers 
advantages may become members of the FDIC and their deposits, 
accordingly, become insured up to ~10,000 on individual 
accounts. They will still continue to be members of the 
Central Fund and deposits in excess of ::;;10,000 will be 
insured by the Central Fund, Thus, under either system, 
all deposits are fully insured, 
153, The Savings Banker, Vol, XXXV, No, 9, October 1956, 
p. 38, 
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Sumrnary 
On the whole, mutual savings banks found that the 
once leading position ~ich they had occupied in the sav-
ings field began to be measurably weakened after the turn 
of the century and, then definitely reduced. The unfavor-
able factors which threatened and contributed to their 
declining share in the percentage of total savings have 
been discussed in the rise and development of the several 
types of savings media, in the aggressive and progressive 
policies pursued by these latter institutions and in the 
particular problems of population, age distribution, as 
well as economic conditions which affected the older geo-
graphical areas where mutual savings banks are concentrated. 
Savings banks must possess an innate strength to have 
achieved their present growth in face of the problems that 
have beset them. 
157. 
VII THE CHALLENGE OF THE FUTURE 
After analyzing some of the unfavorable factors 
which have affected the position of mutual savin~s banks 
and realizing their present relative position among the 
various savings media of our day amid the changing trends 
in our economy, we are faced with the question as to the 
possible future of such institutions as mutual savings 
banks which are, first and last, purely savings institu-
tions. 
At this point, phases of our present-day national 
life stand out as significant in appraising the future 
role of mutual savings banks, namely, our expanding popula-
tion and our increasing productivity. Mutual savings banks 
can benefit from the impact of these forces on the economic 
life of the community and, in turn, can take advantage of 
the opportunities presented to make a distinct contribu-
tion to the economic life of the community by tre ir par-
ticular fitness for the task. 
Rising Birthrate and G.N.P. 
"Among the most striking and unexpected developments 
of the war decade were a surprisingly large increase in the 
number of marriages and a sharp and sustained rise in the 
birth rate •11154 
It was shown in Table 19 that during the 1930's, the 
154. J. Frederic Dewhurst and Associates, America's Needs 
and Resources. The Twentieth Century Fund, New York, 
1955. p. 49. 
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birthrate in the United States had dropped to 16.9 per 1000. 
In the 1940's, it started to rise and by 1950, it reached 
23.6, increasing to 24.9 in 1954. Between 1955 and 1960, 
it is estimated that the number of families will increase 
by 4.7 million or 25% more 1Dan in the previous five years. 
It can be seen that by 1965 there will be a tremendous ex-
pansion in the age bracket from Which new family units will 
be formed, and thus there wi 11 follow an increased demand 
for goods, services, and housing. 
The Joint Committee on the Economic Report has projected 
the G.N.P. for 1965 to 535 billion in terms of 1953 prices. 
If this is adjusted to current price levels and an allowance 
made for a further rise in prices of approximately 1% per 
year, the G.N.P. could easily exceed 600 billion by 1965. 
Thus the average income in less than ten years is likely to 
be about one-third higher than today.l55 
Need for Savings 
It is estimated that net new equity financing in the 
next ten years will require $6 billion a year in additional 
funds. The to tal annual demnd for net new debt and equity 
funds for the year 1955 was $44 billion; by 1965, it will 
probably total $70 bi llion.l55a 
155. Wm. W. Tongue, in an address before the Trust Division 
of the American Bankers Association. The News Bureau, 
November 15, 1956. 
155a. From an article by Carrol M. Shanks, President of 
Prudential Insurance Co. of America. Commercial and 
Financial Chronicle, 183:1424, March 22, 1956. 
159. 
The tremendous volume of new investment funds which 
will be required to meet the demarrls of the expanding 
economy will come from many sources--pension funds, in-
surance companies, mutual funds, in addition to the regu-
lar institutionalized savings media "with no small part 
from corporate savings. nl56 
The fact is that, in our present economy," industry 
plows back 60% of its profits as against 30% in the 1920's, 
and the bulk of money used in capital formation comes from 
corporate earnings or from internal sources, such as 
deprec ia ti on." 157 
In spite of the above, the anticipated demand for 
capital will be so great that there is bound to be a sav-
ings shortage. It is true that central bank credit can 
take care of the need but the pressing problem of infla-
tion becomes more acute if this procedure is followed. As 
Cameron F. Cobbold, Governor of the Bank of England, re-
marked in an address in Glasgow: "Credit policy can be a 
most useful influence in combatting inflation, but it can-
not do the whole job by itself .nl58 
156. 
157. 
158. 
Ray B. Westerfield, Mone~, Credit and Banking. Ronald 
Press Co., New York, 193 • p. 365.---
Russell Davenport, U.S.A. - The Permanent Revolution. 
Prentice-Hall, New York, l95r;-p. 75. 
The Savings Banker, Vol. XXXV, No. 3, March 1956. p. 6. 
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The New Look in Approach and Methods 
We have followed the development of mutual savings 
banking and confined the discussion in many cases to 
Massachusetts as the state where mutual savings banks were 
founded and where the largest number are now located. As 
we have observed in the case of national trends that are 
applicable to Massachusetts, so the discussion of suggestions 
to be made regarding the future of mutual savings banks in 
Massachusetts may be considered as applicable to these in-
stitutions wherever they may be found. 
In the light of the pressing need for increased sav-
ings in our present-day economy, a heavy responsibility 
devolves upon the mutual savings banks as the great thrift 
institutions of the state. Since their main concern is 
with the savings and mortgage aspects of banking, these 
institutions have a major role in assuring that sound 
principles will be followed by the people as new levels of 
economic achievement are reached. 
It is not enough for mutual savings banks to carry on 
simply as they have in the past. Savings banks can grow 
only if savings bankers are alert to the needs and demands 
of the modern public. Since no business can stand still, 
161. 
the mutuals must provide modern facilities for modern needs. 
They must seek ways and means of adapting thrift services 
to changing economic conditions. It is in the public in-
terest that mutual savings banks improve their methods of 
stimulating the practice of thrift, thus making themselves 
as effective as possible and ensuring their permanency. 
Many savings banks have already accepted the challenge 
of the times ;and have instituted new forward-looking pro-
grams of one kind or another. From an over-all point of 
view, the avenues of approach which can be considered as 
fundamental to an efficacious program, may be summarized 
as follows: 
1. More aggressive advertising policy 
2. Adoption of specific public and human relations 
programs 
3. Self-examination by the mutual savings banks for 
development of new services and expanded facilities 
4. Improved operating methods within the banks 
5. Greater promotion of Savings Bank Life Insurance 
and School Savings. 
A more aggressive advertising policy by the mutual 
savings banks will serve to make people conscious of the 
savings institutions ready to serve them. In the modern 
way of promoting business, savings accounts must be mer-
chandized. They must be made attractive by glamorizing 
the objectives that can be obtained through savings accounts. 
162. 
Among other things, special purpose clubs have been 
gaining in popularity. 159 One bank has ten definitely 
named special purpose clubs, thus calling attention to 
saving for ten special purposes. Ingenuity and creative 
imagination must be employed to help carry the thrift 
message to the people. 
An important phase of savings bank policy should be 
the grave concern with public and human relations. The 
more community participation that a savings bank can 
achieve, the more publicity and good-will are created. 
Also good human relations among the staff make a working 
ideal which pays dividends handsomely. 
As the urban population has pushed its way into sub-
urbia, there has been created a great need for savings 
bank facilities in those areas. Not large enough to sup-
port an independent institution, the establishment of 
branches would serve the best interests of the people. 
This calls attention to some outmoded restrictions in the 
law in this state which should be revised to meet modern 
cond it ions. 
In order to do their job efficiently, savings bankers 
should grasp every opportunity to bring their bank to the 
people. Setting up a banking window facility in a super-
market, equipping a Bankmobile to take care of outlying 
districts, the opportunities possible are limited only by 
159. Banking. American Bankers Association, August 1955, 
p. 119. 
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the stretch of the imagination. 
A survey condlcted by the Philadelphia Savings Fund 
Society revealed that savings seek the most accessible 
repository, not necessarily the most rewarding. Thus in 
the event that the opening of a branch is contemplated, a 
study of the meaning of convenience might include such 
consi dera tiona as: 
1) Proximity of the bank to the individual's place 
of mrk, or his home, or his shopping a rea 
2) Importance of parking facilities 
3) Banking by mail 
4) Withdrawal policy 
5) Banking hours 
Payroll deduction plans have been utilized by some 
banks as a means of encouraging savings but there has not 
been much developms nt along this line. There is ample 
room for more strenuous efforts to be exerted in this 
direction. 
On the operational side, the use of electronics has 
already been introduced by some banks. Television screens 
for tellers to speed up counter transactions and electronic 
devices for posting accounting records are beyond the 
experimental s tage. 160 
In line with new mathods, there must be some new think-
ing also. A most radical suggestion was made in a recent 
160. Banking. American Bankers Association, October 1955. 
p. so. 
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speech by a savings bank official. He urged that serious 
thought should be given by savings banks to the possibility 
of establishing a new type of account which would provide 
long-term protection from loss of purchasing power. The 
problem of inflation is acutely pressing and of special 
concern to mutual savings banks because of the fear of in-
dividuals for the future value of their savings dollars. 
Finland161 has already instituted a system whereby 
"cost of living Index Savings Accounts" are available. In 
this country, the Prudential Life Insurance Company is work-
ing on plans and seeking permission to pay its annuitants 
in terms of the value of investment units rather than in 
fixed dollars. This illustrates how alert life insurance 
companies are to present needs. Mutual savings banks must 
engage in the s arne forward-looking type of thinking if they 
are to meet competition successfully for the savings dollar. 
Dr. Jules I. Bogan, professor of finance at New York Univer-
sity has suggested that if inflation should "prove losing 
struggle -- mutuals should seek legal authority to open 
variable savings accounts to be invested in equities. 11162 
Savings Bank Life Insurance 
Mutual savings banks in Massachusetts have the dis-
tinction of having been selected as the best medium for 
selling the low-cost, over-the-counter life insurance 
161. Savings Bank Journal, Vol. XXXVII, No. 7, September 
1956, p. 15. 
162. Mutual Savings Banking, Vol. XXX, No. 12, May 1957, 
p. 2. 
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recommended by Louis D. Brandeis after comprehensive 
studies had been made by him in the effort to bring re-
form into the insurance field. Only thirty-eight mutual 
savings banks in Massachusetts are issuing banks for 
Savings Bank Life Insurance, while a substantial number 
of the other mutuals in the state are agency banks, but 
the program has lacked the expertly-aimed advertising 
appeal of the private companies. At present, Savings 
Bank Life Insurance in force in Massachusetts exceeds 
~565,000,000 which is double the amount in force ten years 
ago, according to the Savings Bank Life Insurance Council. 
However, much can be done in this field with more emphasis 
on the advantages of this type of insurance. 
New features have recently been introduced to encourage 
the purchase of Savings Bank Life Insurance together with 
savings plans, such as: 
1) a new 11 double sa v il1gs plan 11 , combining imnedia te 
life insurance protection with a growing savings 
account. 
2) A "Family Provider plan 11 which provides income 
to a policy holder's family during years of 
163 greatest need. 
School Savings 
In School Savings, the mutual savings banks have a 
163. Banking. American Bankers Association. August 1956. 
p. 99. 
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project which is of the greatest value to the public, 
especially since it functions as a bond between the home, 
the school and the bank. As thrift activity is stimulated 
among the pupils, the influence of the thrift spirit is 
encouraged in the home which is the source of the disposi-
tion to save. The cooperation of the school in developing 
thrift is of the utmost significance because it provides 
the opportunity for the practice of the thrift habit, 
through regular weekly deposits, to become strongly incul-
cated; it makes possible the emphasis on thrift education 
throughout the currirulum to help mold the pupils' 
characters. 
In the rising tide of our expanding population, the 
schools have begun to receive the increasing number of 
young children. The 1950 census disclosed that nationally 
37% of the population was in the 5 - 14 years of age brac-
ket. Thus through School Savings, the savings banks have 
one of the largest potentials of new depositors who can be 
taught the advantages of practising thrift. 
In 1934, there were 104 mutual savings banks which 
sponsored School Savings but the number was gradually 
reduced to a low of 81 in 1945 as the banks cut their 
operating expenses during the difficult years of the 
depression period. The costly operation of School Savings 
programs has deterred many banks from participating. How-
ever, more and more mutual savings lbanks are beginning to 
167. 
realize the long-range advantages which can accrue to them 
from the programs as well as the immediate service they 
can be rendering thereby to the future citizens of their 
communities. In 1955, there were 89 mutual savings banks, 
with School Savings programs in this state. These banks 
can be said to be materially lowering their age brackets 
which portends well for them a Irl tm depositors acquired 
in t m lower age group. 
Conclusion 
With practically no competitive problems facing the 
mutual savings banks for many years, they were free to 
prosper and continue to consolidate their position of im-
portance in the life of the communities in ?.hich they were 
located. 
For the last 30 or 40 years, many factors have operated 
to change the leading position which mutual savings banks 
occupied. Competing institutions arose which aggressively 
entered the savings field. The economic environment under-
went a transformation. The changed pattern of consumer 
spending ani saving after World War II and the development 
of institutionally-directed savings contributed to the 
lesser role of mutual savings banks in the savings field. 
It is doubtful, of course, that savings banks will be 
able to regain their former head position in the savings 
field in view of present-day livi~ and competition, Yet, 
on the other hand, mutual savings banks have been presented 
168. 
with a new opportunity by present-day conditions. 
Our rapidly expanding population, together with the 
tremendous advances in technology and the higher standard 
or living, have all combined to make the supply or savings 
inadequate to meet the capital requirements of the economy, 
nothwithstanding the use of the expansion of bank credit, 
as well as the retained earnings of business and deprecia-
tion in the formation of capital. The growing need for 
savings has enhanced again the economic importance of mutual 
savings banks. Thrift, once more, has become a veritable 
necessity and the mutual savings banks, with their institu-
tional framework organized for the very purpose of promoting 
thrirt, are facing a new challenge. With renewed vigor, 
they can attack the problem of making their services vitally 
important to the public. 
169. 
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